HEALTH SERVICES AND DEVELOPMENT AGENCY
DECEMBER 12, 2012
APPLICATION SUMMARY

NAME OF PROJECT: Franklin Endoscopy Center

PROJECT NUMBER: CN1209-046

ADDRESS: 9160 Carothers Parkway
Franklin (Williamson County), Tennessee 37067

LEGAL OWNER: Franklin Endoscopy Center, PLLC
740 Cool Springs Boulevard, Suite 210B
Franklin (Williamson County), Tennessee 37067

OPERATING ENTITY:  United Surgical Partners International, Inc.
8 Cadillac Drive, Suite 200 ,
Brentwood (Williamson County), TN 37067

CONTACT PERSON: Robert Limyansky
(770) 394-8465 x120
DATE FILED: September 14, 2012
PROJECT COST: $ 7,420,105
FINANCING: Cash Reserves

PURPOSE OF REVIEW: Relocation of an existing Ambulatory Surgical
Treatment Center (ASTC) and the conversion from a
Single-Specialty (endoscopy) Surgery Center into a
Multispecialty Surgery Center

DESCRIPTION:

Franklin Endoscopy Center, PLLC is seeking approval for the relocation of an
existing single specialty ambulatory surgical treatment center (ASTC) limited to
endoscopic procedures, located at 740 Cool Springs Boulevard, Suite 210B,
Franklin (Williamson County), TN to 10,000 feet of newly constructed space
located at 9160 Carothers Parkway, Franklin (Williamson County), TN. The
proposed relocation site will be located 1.5 miles from the existing ASTC. The
applicant is seeking the addition of two (2) multispecialty outpatient surgery
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operating rooms thereby converting a single-specialty (endoscopy) surgery
center into a multispecialty surgery center. The applicant states the construction
of approximately 10,200 leased square feet of space on the second floor of a new
medical office building will be required to house the proposed project.

Service Specific Criteria and Standard Review

AMBULATORY SURGICAL TREATMENT CENTER

1. The need for an ambulatory surgical treatment center shall be based
upon the following assumptions:
a. An operating room is available 250 days per year, 8 hours per day.

The applicant identifies the ASTC will be available 250 days per
year, 10 hours per day (6:30 a.m.-4:30 p.m.). It appears that this
criterion has been met.

b. The average time per outpatient surgery case is 60 minutes.

The applicant identifies the current endoscopic cases last 15 to 30
minutes. The applicant states the average surgery time will increase
when complex cases are added. It appears that this criterion has
been met.

c¢. The average time for clean up and preparation between outpatient
surgery cases is 30 minutes.

The applicant identifies the current time between endoscopic cases
is 10 to 15 minutes. It appears that this criterion has been met.

d. The capacity of a dedicated, outpatient, general-purpose
operating room is 80% of full capacity. That equates to 800 cases
per year.

The applicant reports an average of 1,634 endoscopic procedures
per room in the ASTC in 2010 and 2,527 procedures in 2011. The
applicant anticipates a surgical volume of 4,293 cases averaging
1,073 per room during the second year for the combined four
operating rooms. It appears that this criterion has been met.
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2.

e. Unstaffed operating rooms are considered available for
ambulatory surgery and are to be included in the inventory and

in the measure of capacity

The Department of Health review staff has reviewed the
information submitted to Joint Annual Report and has taken all
available ASTC operating rooms into account when preparing this
report. It appears that this criterion has been met.

“Service Area” shall mean the county or counties represented by the
applicant as the reasonable area to which the facility intends to provide
services and/or in which the majority of its service recipients reside.

The applicant identifies Davidson and Williamson Counties as the
ASTC's service area. 90% of the patients the applicant projects to
provide services to in Year One of the project reside in these
counties. It appears that this criterion has been met.

The majority of the population of a service area for an ambulatory
surgical treatment center should reside within 30 minutes travel time to
the facility.

The applicant states the majority of the population of the
service area resides within 30 minutes travel hime to the
facility. It appears that this criterion has been met.

All applicants should demonstrate the ability to perform a minimum of
800 operations and/or procedures per year per operating room and/or
procedure room. This assumes 250 days x 4 surgeries/procedures x .80.

The applicant operated above the standard of 800 cases per room in
2009, 2010 and 2011. The applicant projects 3,996 cases in Year
One, averaging 999 cases per room. This calculates to 124% of the
minimum 800 cases per operating room standard. Based on the
assumptions above, the minimum standard for four operating
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rooms which applies here would be 3,200 cases. It would appear
that the criterion has been met.

5. A certificate of need (CON) proposal to establish a new ambulatory
surgical treatment center or to expand the existing services of an
ambulatory surgical treatment center shall not be approved unless the
existing ambulatory surgical services within the applicant’s service area
or within the applicant’s facility are demonstrated to be currently
utilized at 80% of service capacity. Notwithstanding the 80% need
standard, the Health Services and Development Agency may consider
proposals for additional facilities or expanded services within an
existing facility under the following conditions: proposals for facilities
offering limited-specialty type programs or proposals for facilities
where accessibility to surgical services is limited.

The proposed service area multi-specialty and single-specialty
ASTCs were operating at 107% of the 800 procedures/room/year
service capacity in 2011. The ASTC’s performing endoscopic
procedures within the proposed service area in 2011 were
operating at 123% of the 800 procedures/room/year capacity. It
appears that this criterion has been met.

6. A CON proposal to establish an ambulatory surgical treatment center or
to expand existing services of an ambulatory surgical treatment center
must specify the number of projected surgical operating rooms to be
designated for ambulatory surgical services.

The applicant plans to have two (2) procedure rooms and two (2)
operating rooms in the ASTC. It appears that this criterion has
been met.

7. A CON proposal to establish an ambulatory surgical treatment center or
to expand existing services of an ambulatory surgical treatment center
must project patient utilization for each of the first eight quarters
following completion of the proposed project. All assumptions,
including the specific methodology by which utilization is projected,
must be clearly stated.
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The applicant provides projected utilization for the first eight
quarters after project completion on page 23 of the application. It
appears that this criterion has been met.

8. A CON proposal to establish an ambulatory surgical treatment center or
to expand the existing services of an ambulatory surgical treatment
center must project patient origin by percentage and county of
residence. All assumptions, including the specific methodology by
which utilization is projected, must be clearly stated.

The applicant has selected a service area of Davidson and
Williamson as the ASTC’s service area. 90% of the patients
associated with the proposed project reside in these counties. It
appears that this criterion has been met.

SUMMARY:

Franklin Endoscopy Center, LLC is a joint venture between Saint Thomas Health,
United Surgical Partners International, Inc. and area physicians. The applicant
states the facility relocation and two operating room expansion is designed to
increase patient accessibility by redirecting existing patients from Saint Thomas
Surgery Center Network facilities at Baptist Ambulatory Surgery Center, Baptist
Plaza Surgicare and Saint Thomas Campus Surgicare. The applicant notes the
proposed project will be used by properly credentialed open medical staff.

The proposed relocation is located one-half mile east of Interstate I-65 at Exit 69
and approximately one-half mile east of the Cool Springs Galleria Mall. The
applicant states the proposed location is between 15.8-22.3 miles, or a 19-26
minute drive from the three Saint Thomas Surgery Center Network facilities
listed above.

In July 2012, the applicant initially presented a CON application (CN1207-035)
involving the expansion of the facility at its current location by adding two
operating rooms to its existing facility. The expansion was needed to alleviate
volume growth at the facility and involved the addition of two multispecialty
outpatient surgery operating rooms and support space. The applicant states an
architectural and engineering analysis determined the existing HVAC system
was inadequate for expansion at the current site. The applicant states additional
support columns in the facility were required to expand the roof for the HVAC
upgrades. The applicant determined the cost associated with the addition of
support columns in the facility was not economically feasible at the current site
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and relocation became necessary. As a result, the Franklin Endoscopy Center
application (CN1207-035) was withdrawn by the applicant from review and
replaced with this application for a relocation and expansion of services.

The LLC owns and operates fourteen (14) endoscopy and surgery centers in
Middle Tennessee which includes 6 in Davidson County, 3 in Rutherford
County, 2 in Wilson County, and one each in the counties of Coffee, Sumner and
Williamson.

The applicant indicates a relocation and expansion project will improve access
and the quality of cost-effective outpatient surgery services. In addition, the
applicant states the project will also address the following provider and
community needs:
e Decompress highly utilized ASTCs at Saint Thomas Health in Nashville
o Treat existing patients from the six zip code service area closer to home
e Foster innovation by supporting the unique needs of the Mission Point
Accountable Care Organization (ACO)*
e Provide a more cost-effective alternative due to the conversion of the
Williamson Surgery center from a lower cost free standing ASC to a
higher cost hospital-based ASC

*Note to Agency Members: Mission Point Accountable Care Organization (ACO) is a
Medicare Shared Savings Program Accountable Care Organization. For additional
information please refer to the following medicare.gov/aco link:
http://www.insurancebroadcasting.com/news/MissionPoint-Health-2726032-
1.himlezkPrintable=true

The applicant’s proposed primary service area for the relocated ASTC will
remain Williamson County with a secondary service area of Davidson County.
The existing service area of Franklin Endoscopy Center will not change due to
the close proximity of the proposed relocation (1.5 miles). The applicant
proposes to focus on providing services to US postal zip codes 37027, 37067 and
37069 in Williamson County and 37215, 37220, and 37221 in Davidson County.

The applicant states 23,569 patients were served in 2011 by Saint Thomas
Network facilities at Baptist Ambulatory Surgery Center, Baptist Plaza Surgicare
and Saint Thomas Campus Surgicare. The applicant states 3,568 of the 23,569
patients, or 15.1%, resided in the six zip codes surrounding Franklin Endoscopy
Center.

Based upon population information from the Tennessee Department of Health,
the total population of Davidson and Williamson counties is expected to increase
by approximately 4.1% from 786,580 residents in 2012, to 818,449 residents in
2016.
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The chart below displays the Franklin Endoscopy Historical Patient Origin Data.
The applicant states Franklin Endoscopy Center has been highly utilized by
patients residing in Williamson, Davidson and Maury Counties.

Franklin Endoscopy
Historical Patient Origin Data
Cases Unduplicated 2008-2011

County 2008 | 2009 | 2010 | 2011 | 2011% e
Williamson 1,435 | 1,689 | 1,772 | 1,685 | 68.1% 68.1%
Davidson 149 | 202 | 219| 176 7.1% 75.2%
Maury 227 | 355| 382| 358 14.5%

AlletheR 225 | 268| 293| 256| 10.3%

Counties _ _ B
Total 2,036 | 2,514 | 2,666 | 2,475 | 100.0% [

Source: CN1209-046
According to the Department of Health, of the thirty-four (34) licensed ASTCs in
2011 in the defined service area, twenty-three (23) facilities are single-specialty
ASTCs and eleven (11) multi-specialty ASTCs. The ASTC proposed service area
utilization for the years 2009-2011 is shown in the table below:
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Licensed ASTCs 2009-2011 Utilization in Franklin Endoscopy Center’s Service Area
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Eye Surgery Center of Middle Tennessee S Davidson 3 0 336 0 0 N/A
Gurley Surgery Center S Davidson 0 3 369 365 300 12.5%
Centennial Surgery Center M Davidson 6 2 3,633 7,217 7,405 115%
Northridge Surgery Center M Davidson 4 2 3,789 3,673 3,201 66.6%
_Urology Surgery Center S Davidson 3 3 6,353 6,230 7,608 158%
Digestive Disease Endoscopy Center S Davidson 0 4 6,715 6,041 5,845 182%
Nashville Endoscopy Center S Davidson 0 3 2,716 2,615 2,594 108%
Southern Endoscopy Center S Davidson 0 3 2,926 2,966 2,591 108%
Mid-State Endoscopy Center S Davidson 0 3 2,371 2,523 2,404 100%
S| Thomas Medical Group Endoscopy Center S Davidson 0 2 4179 3,502 3,411 213%
Nashville Gastrointestinal Endoscopy Center S Davidson 0 2 3,12 2,451 2,698 168%
Nashville Surgery Center M Davidson 5 1 3,426 4,141 4,155 86.5%
Oral Facial Surgery Center M Davidson 3 4 2,888 2,290 1,986 35.4%
Wesley Ophthalmic Plastic Surgery Center S Davidson 2 0 827 834 754 47%
Associated Endoscopy S Davidson 0 3 5,139 4,738 5,222 217%
Baptist Ambulatory Surgery Center M Davidson 6 1 7,680 7,472 7,304 130%
IES Center for Assisted Reproductive Technologies, S Davidson 0 5 299 230 255 15.9%
Eye Surgery Center of Nashville, LLC S Davidson 1 1 3,946 3,972 2,524 157%
St. Thomas Campus Surgicare, LP M Davidson 6 1 8,028 6,835 7,639 136%
St. Thomas Outpatient Neurosurgical Center, LLC S Davidson 2 1 2,197 2,523 2,469 stz
LVC Outpatient Surgery Center, LLC S Davidson 2 1 1,806 1,973 1,902 79%
Tennessee Pain Surgery Center. LLC S Davidson 1 3 8,685 2,305 3,316 104%
Baptist Plaza Surgicare; L,P: M Davidson 9 1 9,922 9,427 9,171 115%
Premier Orthopaedic Surgery Center M Davidson 2 0 2,425 2,104 2,382 148%
Delozier Surgery Center S Davidson 1 0 388 426 486 61%
Nashville Vision Correction, LLC S Davidson 1 0 173 169 132 16.5%
Summit Surgery Center, LP M Davidson 5 1 7,279 6,873 6,505 136%
American Endoscopy Center, PC s Davidson 1 1 486 598 602 37.6%
NFC Surgery Center, LLC S Davidson 1 1 372 387 389 48.6%
Premier Radiology Pain Management Center S Davidson 0 2 4,156 1,666 2,000 125%
Crossroads Surgery Center LLC S Williamson 0 1 0 220 275 34.3%
Williamson Surgery Center M Williamson 4 1 3,680 3,531 3,410 85%
Franklin Endoscopy Center S Williamson 0 2 2,602 3,269 2,527 157%
The Bone and Joint Surgery Center, LLC M Williamson 3 0 3,398 0 o] N/A
Cool Springs Surgery Center M Williamson 5 1 6.751 6,790 6,501 135%
Total *73 56 122,795 110,356 109,963 107%
Capacity Per Room 800 800 ] (VR
Total Capacity 58,400 | 44,800
103,200

*2011 JAR Report data
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The overall utilization for the thirty-four (34) ASTCs operating in the service area
averaged 107% of the Tennessee’s Health: Guidelines for Growth’s ASTC utilization
standard of 800 cases per room per year for the most recently reported year 2011.
Overall there is an 11.7% decline in cases from 122,795 in 2009 to 109,963 in 2011.

Licensed ASTCs Endoscopy Recent Utilization in Franklin Endoscopy Center’s Service Area

County ASTCs Single No. of 2009 Cases | 2010 Cases 2011 Cases Utilization vs. 800
(Total performing Or OR/ . gOtal/ , . gOtal/ _ = gotal/ . Annual
Licensed Endoscopies Multi Procedure | o OPieS | EREOSCOPIES e Cases/Room
ASTCs) Specialty Rooms Standard
Davidson | Centennial M 6 2 3,633/513 7,217/1,015 7405/920 115%
(30) Surgery Center
Northridge M 4 2 3,789/489 | 3,673/474 3,201/445 66.6%
Surgery center 1
Digestive Disease S 0 4 6,715 6,041 5,845 182%
Endoscopy Ctr.
Nashville S 0 3 2,716 2,615 2,594 108%
Endoscopy
Center B
Southern S 0 3 2,926 2,966 2,591 108%
Endoscopy Ctr. N
Mid-State S 0 3 2,371 2,523 2,404 100%
Endoscopy Ctr.
St. Thomas S 0 2 4,179 3,502 3,411 213%
Medical Group
Endoscopy Ctr.
Nashville 5 0 2 3,112 2,451 2,698 168%
Gastrointestinal
Endoscopy center
Associated S 0 3 5,139 4,738 5,222 217%
Endoscopy
American S 1 1 486 598 602 75.2%
Endoscopy center
Williamson | Williamson M 4 1 3410/593 | 3,531/363 3,410/593 85.2%
(5) Surgery Center
Franklin S 0 2 2,602 3,269 2,527 157%
Endoscopy Ctr. L
Cool Springs M 5 1 6,501/2,273 | 6,790/2,122 | 6,501/2,273 135%
Surgery Ctr.
Total 9 single 20/29 47,579/ 49,563/ 48,419/ 123%
(35 ASTCs) endoscopy 34,114 32,677 32,125
specialty
4 multi-
specialties ’_‘

Source: Department of Health Joint Annual Reports for ASTCs, 2009, 2010, 2011

*Normally endoscopy procedures performed in hospitals are not reported separately in the JAR, but are included
in the surgery counts.

The chart above reflects within the service area, ASTC endoscopy utilization has
shown a 1.7% annual increase from 2009 to 2011. Overall, the thirteen ASTC’s
operating in the service area providing endoscopies are operating at 123% of the
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800 annual cases per room standard. Nine of the ten (10) single specialty ASTCs
(with 22 procedure/OR rooms) reported volumes exceeding the 800 procedures
per room standard for a total utilization of 155% above the standard. The multi-
specialty ASTCs (with 25 procedure/OR rooms), are operating at a 103%
utilization rate above the standard.

The chart below indicates overall there has been a 6.1% decline in endoscopies
from 34,114 cases in 2009 to 32,125 cases in 2011 in the applicant’s service area.
Single-Specialty ASTCs providing endoscopies experienced an 8.4% decline in
the volume of endoscopies from 30,246 cases in 2009 to 27,894 cases in 2011. On
the other hand, Multi-Specialty ASTCs providing endoscopies experienced a
9.3% growth rate from 3,868 cases in 2009 to 4,231 cases in 2011.

ASTC Endoscopy Volume

40,000
l 30,000 < >3
| a
g 20,000 : —e—Single Specialty
]
= —— Multi-Specialty
g 10,000
| = £71 ) o~ Total
0
2009 2010 2011
Years

The Department Health Report indicates in 2010 there were 98,954 hospital based
outpatient procedures in the service area.

The chart on the next page displays Franklin Endoscopy Center’s historical and
projected volumes and compares them with the current Guidelines for Growth's
ASTC operating/ procedure room utilization standards
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Franklin Endoscopy Center
ASTC’s Historical & Projected Utilization

_Projected T Projected S_urgeri;s 1 1_’ro_jected
o] : e, . (it Endoscopies Surgery/Endoscopies
2009 2010 2011 | 2014 |2015 |2014 |2015 |2014 |2015
(1st (2nd st 2nd st 2nd
Yr) Yr) (Yr) (Yr) (Yr) (Yr)
“Rooms 2 2 2 2 2 2 2 s | 4 |
Total Cases 2,602 | 3269 |2527| 2,476 | 2,526 | 1,520 | 1,767 | 3,996 | 4,293

Cases/Room | 1,301 1,634 | 1,263 | 1,238 | 1,263 760 883 999 1,073

% of 162% 204% | 157% | 154% | 157% 95% 110% | 124% 134%
Standard*

*800 cases/room standard from Guidelines for Growth

The above table indicates the applicant projects utilization of the Guidelines for
Growth 800 cases/room standard of 157% in Year Two of the project for the two
(2) existing endoscopy procedure rooms, 110% utilization for the proposed two
(2) operating rooms and 134% utilization for all four rooms. The applicant
projects an increase of 7.4% in cases from 3,996 in Year One (2014) to 4,293 in
Year Two.

The table below projects the applicant’s cases and procedures by specialty for
Year One of the proposed project. As indicated below, 62% of the total volume
of the 2 procedure and 2 operating rooms will be devoted to gastro-intestinal

patients.
Year One
Projected Cases/Procedures B
Specialty Cases % Procedures %

Anesthesiology 6 0.1% 14 0.2%
ENT 546 13.7% 1,366 19.8%

GI 2,476 62.0% 3,095 44.9%
Neurosurgery 25 0.6% 62 0.9%
Orthopedics 498 12.5% 1,245 18.1%
Pain Management 446 11.2% 1,115 16.2%
Total 3,996 100.0% 6,896 100.0%

The applicant states approximately 10,200 square feet of space in a new medical
office building will be required. The facility build-out is estimated at $1,652,400
or approximately $162 per square foot. The projected cost per square foot
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compares closely to the $167.99 median cost per square foot of previously
approved ASTC applications for renovation projects between 2009 and 2011.

The project’s Medicare and TennCare revenues in Year One are projected at
$4,359,751 (20%) and $347,045 (5%), respectively. The applicant reports in 2011
$7,575 in indigent care was provided to endoscopy patients that represented a
total of 0.1% of gross patient charges totaling $11,952,002. The applicant is
contracted with the Middle Tennessee TennCare MCOs AmeriGroup and UHC
Community, but is not contracted with TennCare Select.

The applicant projects .5% charity/indigent care and .56% bad debt in the first
and second years of operation. The average gross charge is $3,146/case in Year
One and $3,143 in Year Two. The Average Net Charge is estimated to be
$722/case in Year One and $723 In Year Two. A comparison of charges to other
endoscopy ASTCs is provided on page 7 of the supplemental response.

The projected 6,896 procedures will produce Gross Operating Revenues (GOR)
of $21,690,305 in the first year of operation, growing to 7,578 procedures and
$23,815,654 GOR in year two. Deductions from Operating Revenue of 77% will
reduce the Net Operating Revenue (NOR) to $4,978,285 in the first year and
$5,475,596 in the second year. Net Operating Income of $325,135 is projected in
the first year, while $427,656 in Net Operating Income is estimated in the second
year. Annual Capital Expenditures of $473,403 will reduce the first year’s
projected Net Operating Income Less Capital Expenditures to $325,135. Similar
charges for Annual Capital Expenditures in the second year will produce Net
Operating Income Less Capital Expenditures of $427,656.

According to the Historical Data Chart, Franklin Endoscopy Center has been
profitable for each of the last three years reporting favorable net operating
income (NOI) after capital expenditures of $368,518.00 in 2009; $1,034,045.00 in
2010; and $648,102.00 in 2011. Average annual NOI was favorable at
approximately 28.5% of annual net operating revenue for the year 2011,

The cost of the project for CON purposes is projected to be $7,420,105. Of this
total amount, $140,454 is for Architectural and Engineering Fees; $1,652,400 for
Construction Costs; $50,334 is for a Contingency Fund; $485,000 for Fixed
Equipment; $165,879 for Other (pre-opening salaries, space lease, set-up) $23,340
in Interim Financing; $3,645,710 is for the Facility Lease; $1,115,330 is for
Moveable Equipment; $125,000 is for Legal, Administrative and Consulting fees;
and $16,658 is for CON filing fees.
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The applicant plans to fund tenant improvements, equipment and furnishings
with a 7 year term commercial loan in the amount of $3.9 million from First
Tennessee Bank. A copy of the funding letter is located in Attachment D of the
supplemental response. The applicant has provided a consolidated balance sheet
that reflects $49,099,000 in cash and cash equivalents as of March 31, 2012.

The applicant states the staffing at Franklin Endoscopy Center will increase from
7.6 to 23 FTEs of which will include 15.0 clinical FTEs.

The applicant has submitted the required corporate documentation, real estate option to
lease and requisite demographic information for the applicant’s proposed service area.
HSDA staff has reviewed these documents. Staff will have a copy of these documents
available for member reference at the meeting. Copies are also available for review at the
Health Services and Development Agency office.

Should the Agency vote to approve this project, the CON would expire in two
years.

CERTIFICATE OF NEED INFORMATION FOR THE APPLICANT

There are no other Letters of Intent, denied or pending applications, or
outstanding certificates of need for this applicant.

CERTIFICATE OF NEED INFORMATION FOR OTHER SERVICE AREA
FACILITIES:

There are no other Letters of Intent, pending or denied applications, or outstanding
Certificates of Need for other health care organizations in the service area proposing this
type of service.

PLEASE REFER TO THE REPORT BY THE DEPARTMENT OF HEALTH,
DIVISION OF HEALTH STATISTICS, FOR A DETAILED ANALYSIS OF THE
STATUTORY CRITERIA OF NEED, ECONOMIC FEASIBILITY, AND
CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTH CARE IN
THE AREA FOR THIS PROJECT. THAT REPORT IS ATTACHED TO THIS
SUMMARY IMMEDIATELY FOLLOWING THE COLOR DIVIDER PAGE.

PME
11/30/2012
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LETTER OF INTENT
TENNESSEE HEALTH SERVICES AND DEVELOPMENT AGENCY

The Publication of Intent is to be published in the[Tennessean lwhich is a newspaper
= (Name of Newspaper)
of general circulation in|Da‘“"d$'~'3'n , Tennessee, on or before|Septem|9er 10 l 20'12 |
(County) (Month / day) (Year)
for one day.

This is to provide official notice to the Health Services and Development Agency and all interested parties, in
ahccordance with T.C.A. § 68-11-1601 ef seq., and the Rules of the Health Services and Development Agency,
that

Franklin Endoscopy Ceriter (A Member of the Saint Thomas Surgery Center Network), an existing Ambulatory Surgical Treatment Center (ASTC)

(Name of Applicant) (Facility Type-Existing)

owned by[Frankﬁn EndOSCOpy Center, LLC with an ownership type 0f|l|mlted I[ablhty company-

and to be managed by: [nited Surgical Partners Intemational, |nc_| intends to file an application for a Certificate of Need

for (PROJECT DESCRIPTION BEGINS HERE]:

the relocation of the existing ASTC with two (2) surgical procedure suites for endoscopic procedures performed by the center's
staff and the addition of two (2) multispecialty outpatient surgery operating rooms and related support space for use by a.properly
credentialed open medical staff, thus converting a-single-specialty (endoscopy) surgery center into a multispecialty surgery center.
Construction of approximately 10,000 square feet of space in'a new medical ‘office building will be required. The existing facility is
located at 740 Cool Springs Boulevard, Suite 210B, Franklin, TN 37067 (Williamson County). The proposed facility will be located
at 8160 Carothers Parkway, Franklin, TN 37067 (Williamson County). The total cost of the project is estimated to be $7,420,105.

The anticipated date of filing the application is: September 14 , 2012
The contact person for this project is|R0bert Limyansky [ IPar‘tner

_ (Contact Name (Title).

(Company Name) (Address
IRoswell - | & 130075 770-394-8465
ty) (State) (Zip Code) (Area Code / Phone Number)
- )(V“-—-’/ - =7 , T
| U %—1 5\7 7/ 20 (Zl |ri|myansky@thestrategyhouse.netl
- (Signature) (Date) (E-mail Address)

The Letter of Intent must be filed in triplicate and received between the first and the tenth day of the month. If the
last day for filing is a Saturday, Sunday or State Holiday, filing must occur on the preceding business day. File
this form at the following address:

Health Services and Development Agency
Andrew Jackson Building
500 Deaderick Street, Suite 850
Nashville, Tennessee 37243

The published Letter of Intent must contain the following statement pursuant to T.C.A. § 68-11-1607(c)(1). (A) Any health
care institution wishing to oppose a Certificate of Need application must file a written notice with the Health Services and
Development Agency no later than fifteen (15) days before the regularly scheduled Health Services and Development
Agency meeting at which the application is originally scheduled; and (B) Any other person wishing to oppose the
application must file written objection with the Health Services and Development Agency at or prior to the consideration of
the application by the Agency.

HF0051 (Revised 05/03/04 — all forms prior to this date are obsolete)
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Name of Facility, Agency, or Institution B i
i SEp 14 Pt i 37
Franklin Endoscopy Center (now at 740 Cool Springs Boulevard, Suite 210B, Franklin, TN 37067)

Name

9160 Carothers Parkway Williamson

Street or Route County

Franklin TN 37067

City State Zip Code
Contact Person Available for Responses to Questions

Robert M. Limyansky Partner

Name Title

The Strateqy House. Inc. rlimyansky@thestrategyhouse.net
Company Name email address

71 Vickery Street Roswell GA 30075
Street or Route City State Zip Code
Consultant 770-394-8465 x120 770-394-5470
Association with Owner Phone Number Fax Number

Owner of the Facility, Agency or Institution

Franklin Endoscopy Center, LLC 615-550-6066
Name Phone Number
740 Cool Springs Boulevard, Suite 210B Williamson
Street or Route County
Franklin TN 37067

City ST Zip Code

See Attachment A, 3 (Tab 1) — Corporate Charter documentation

Type of Ownership of Control (Check One)

A. Sole Proprietorship F. Governmental (State of TN or

B. Partnership Political Subdivision)

C. Limited Partnership G.  Joint Venture

D. Corporation (For Profit) H.  Limited Liability Company X
E. Corporation (Not-for-Profit) l. Other (Specify)

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER AND REFERENCE
THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS

See Attachment A, 3 (Tab 1) — Corporate Charter documentation
See Attachment A, 4 (Tab 2) — Organizational/Ownership Chart
See Attachment A, 4 (Tab 3) — Related Healthcare Institutions

Certificate of Need Application September 2012
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Name of Management/Operating Entity (If Applicable)
United Suragical Partners International. Inc.

Name

8 Cadillac Drive, Suite 200 Williamson
Street or Route County
Brentwood TN 37027
City ST Zip Code

PUT ALL ATTACHMENTS AT THE END OF THE APPLICATION IN ORDER AND REFERENCE THE
APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS.

See Attachment A, 5 (Tab 4) — Management Agreement. The management company serves the facilities
listed in Tab 3 as part of the Saint Thomas Surgery Center Network.

Legal Interest in the Site of the Institution (Check One)

A.  Ownership D. Option to Lease X
B.  Option to Purchase E. Other (Specify)
C. Lease of Years

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER AND REFERENCE THE
APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS.

See Attachment A, 6 (Tab 5) — Site Entitlement

Type of Institution (Check as appropriate--more than one response may apply)

A.  Hospital (Specify) Acute Care . Nursing Home
B. Ambulatory Surgical Treatment J.  Outpatient Diagnostic Center
Center (ASTC), Multi-Specialty K.  Recuperation Center
C. ASTC, Single Specialty X L. Rehabilitation Facility
D. Home Health Agency M. Residential Hospice
E. Hospice N. Non-Residential Methadone
F.  Mental Health Hospital Facility
G. Mental Health Residential O. Birthing Center
Treatment Facility P. Other Outpatient Facility
H.  Mental Retardation Institutional (Specify)
Habilitation Facility (ICF/MR) —_— Q. Other (Specify)

Purpose of Review (Check as appropriate--more than one response may apply)

A.  New Institution — G. Change in Bed Complement
B. Replacement/Existing Facility o [Please note the type of change
C. Modification/Existing Facility _ by underlining the appropriate
D. Initiation of Significant Health Care response: Increase, Decrease,
Service as defined in TCA § 68-11- Designation, Distribution,
1607(4) (Spec)Multispecialty ASTC _X _ Conversion, Relocation] e
E.  Discontinuance of OB Services H.  Change of Location _X_
F Acquisition of Equipment . l. Other (Specify)
Certificate of Need Application September 2012
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9. Bed Complement Data
Please indicate current and proposed distribution and certification of facility beds.

Current Beds  Staffed Beds TOTAL

Beds Proposed Beds at

Licensed *CON

Medical

Surgical (General Med/Surg)
Long-Term Care Hospital

Obstetrical

ICU/CCU

Neonatal

Pediatric

Adult Psychiatric

Geriatric Psychiatric

Child/Adolescent Psychiatric
Rehabilitation

Nursing Facility (non-Medicaid Certified)
Nursing Facility Level 1 (Medicaid only)
Nursing Facility Level 2 (Medicare only)

Nursing Facility Level 2
(dually certified Medicaid/Medicare)

ICF/MR
Adult Chemical Dependency

Child and Adolescent Chemical
Dependency

OZErxXe-—IO@MNMUO®>

R

SR

12

Swing Beds

Mental Health Residential Treatment
U. Residential Hospice

TOTAL

*approved but not yet in service

=

RESPONSE: Not applicable.

10. Medicare Provider Number 3739844
Certification Type Qutpatient Surgery Center

11. Medicaid Provider Number 3739844
Certification Type QOutpatient Surgery Center

12. if this is a new facility, will certification be sought for Medicare and/or Medicaid? _N/A

Certificate of Need Application September 2012
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13.

Identify all TennCare Managed Care Organizations/Behavioral Health Organizations (MCOs/BHOs)
operating in the proposed service area. Will this project involve the treatment of TennCare
participants?_Yes If the response to this item is yes, please identify all MCOs/BHOs with which
the applicant has contracted or plans to contract.

Discuss any out-of-network relationships in place with MCOs/BHOs in the area.

RESPONSE: AmeriGroup, TennCare Select and UHC Community (formerly AmeriChoice) are the three
TennCare MCOs operating in the area. The applicant is contracted with AmeriGroup and UHC
Community. Please see Attachment A, 13 (Tab 6) for a list of managed care contracts.

Certificate of Need Application September 2012
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NOTE: Section B is intended to give the applicant an opportunity to describe the project
and to discuss the need that the applicant sees for the project. Section C
addresses how the project relates to the Certificate of Need criteria of Need,
Economic Feasibility, and the Contribution to the Orderly Development of Health
Care. Discussions on how the application relates to the criteria should not
take place in this section unjess otherwise specified.

SECTION B: PROJECT DESCRIPTION

Please answer all questions on 8 1/2” x 11" white paper, clearly typed and spaced, identified correctly
and in the correct sequence. In answering, please type the question and the response. All exhibits and
tables must be attached to the end of the application in correct sequence identifying the questions(s) to
which they refer. If a particular question does not apply to your project, indicate “Not Applicable (NA)"
after that question.

1. Provide a brief executive summary of the project not to exceed two pages. Topics to be included
in the executive summary are a brief description of proposed services and equipment, ownership
structure, service area, need, existing resources, project cost, funding, financial feasibility and

staffing.

RESPONSE: Please see the following executive summary.

Certificate of Need Application September 2012
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FRANKLIN ENDOSCOPY CENTER
OUTPATIENT SURGERY ASTC RELOCATION AND EXPANSION

Ownership. Franklin Endoscopy Center, LLC is a joint venture between Saint Thomas Health,
United Surgical Partners International, Inc. and area physicians. The joint venture owns and
operates 14 endoscopy and surgery centers in the greater Nashville area, including 6 in Davidson
County, 3 in Rutherford County, 2 in Wilson County and 1 each in Coffee, Sumner and Williamson
Counties.

Services and Equipment. This project proposes the relocation of the existing Franklin Endoscopy

Center ASTC (currently operating two surgical procedure suites for endoscopic procedures
performed by the center's staff), as well as the addition of two multispecialty outpatient surgery
operating rooms and related support space for use by a properly credentialed open medical staff,
thus converting a single-specialty (endoscopy) surgery center into a multispecialty surgery center.
Franklin Endoscopy Center is currently located in Franklin zip code 37067 at 740 Cool Springs
Boulevard, Suite 210B, Franklin, TN 37067 (Williamson County). The proposed facility will be
located at 9160 Carothers Parkway, Franklin, TN 37067 (Williamson County), roughly 1.5 miles (4
minutes) from the current location by car. Construction of approximately 10,200 square feet of
usable space in a new medical office building will be required. The facility relocation and two
operating room expansion is designed to increase patient accessibility by redirecting existing
patients from the Saint Thomas Surgery Center Network facilities at Baptist Ambulatory Surgery
Center, Baptist Plaza Surgicare and Saint Thomas Campus Surgicare. No major equipment is

proposed.

Service Area. Franklin Endoscopy Center is currently located in Franklin zip code 37067 at 740
Cool Springs Boulevard, Suite 210B, Franklin, TN 37067 (Williamson County). The proposed
facility will be located at 9160 Carothers Parkway, Franklin, TN 37067 (Williamson County),
roughly 1.5 miles (4 mirutes) from the current location by car. The primary service area is
currently comprised of three zip codes in Williamson County (37027, 37067, 37069) while the
secondary service area is comprised of three zip codes in Davidson County (37215, 37220,
37221). The proposed service area population will not change due to the close proximity of the

relocation.

Last year, in 2011, the three Nashville ASTCs mentioned above served 23,569 patients. Of this
total, 15.1%, or 3,568 patients, resided in the six zip code service area surrounding Franklin
Endoscopy Center. According to Google Maps, these three ASTCs are 17.5 - 18.3 miles from
Franklin Endoscopy Center, or a 24 - 26 minute drive by automobile. The proposed location is of
similar distance from the 3 facilities, between 15.8 — 22.3 miles, or a 19 — 26 minute drive by

Certificate of Need Application September 2012
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automobile. This project will allow existing Saint Thomas Health surgery patients who currently
reside in the Cool Springs area, and who may already by-pass the Franklin Endoscopy Center

" site, to receive quality surgery services closer to their home.

Need. Approval of the Franklin Endoscopy Center surgery relocation and expansion project will
improve access to and the quality of cost-effective outpatient surgery services. A number of
provider and public needs in the community will be met.

o Decompress highly utiized ASTCs at Saint Thomas Health in Nashville,

» Treat existing patients from the six zip code service area closer to home,

« Foster innovation by supporting the unique needs of the MissionPoint ACO, and

o Provide a more cost-effective alternative due to the conversion of Williamson Surgery

Center from a lower cost freestanding ASC to a higher cost hospital-based ASC.

Existing Resources. The benefits above can be achieved with no or minimal negative effects on

the health care system.
e Existing providers are very highly utilized,
+ Saint Thomas Health proposes to serve its existing patients, and

« Projected population growth will continue to support the need for existing providers.

Project Cost. The total cost of the project will be $7,420,105, which includes equipment costs of
$1,600,330 and construction costs of $1,652,400 (approximately 10,200 square feet at $162 per
square foot). The fair market value of the 10-year space lease is $3,645,710.

Funding, Financial Feasibility. Franklin Endoscopy Center has secured funding for the project and

the outpatient surgery relocation and expansion will produce a positive financial return. The

project will have no adverse impact on endoscopy patient charges.

Staffing. There are 7.6 full-time equivalent employees (FTEs) already at Franklin Endoscopy
Center, including 5.6 FTEs serving in clinical functions. The expanded facility will require 23.0
FTEs, including 15.0 FTEs in clinical functions. Please note that the facility currently makes use
of a centralized business office. The expanded staffing plan anticipates that many centralized
billing office functions will be brought on-site. Additional candidates are readily available from

within the existing surgery center network or in the marketplace in general.

Certificate of Need Application September 2012
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I Provide a detailed narrative of the project by addressing the following items as they relate to the
proposal.

A

Describe the construction, modification and/or renovation of the facility (exclusive of major
medical equipment covered by T.C.A. § 68-11-1601 et seq.) including square footage,
major operational areas, room configuration, etc. Applicants with hospital projects
(construction cost in excess of $5 million) and other facility projects (construction cost in
excess of $2 million) should complete the Square Footage and Cost per Square Footage
Chart. Utilizing the attached Chart, applicants with hospital projects should complete Parts
A.-E. by identifying as applicable nursing units, ancillary areas, and support areas affected
by this project. Provide the location of the unit/service within the existing facility along with
current square footage, where, if any, the unit/service will relocate temporarily during
construction and renovation, and then the location of the unit/service with proposed square
footage. The total cost per square foot should provide a breakout between new
construction and renovation cost per square foot. Other facility projects need only complete
Parts B.-E. Please also discuss and justify the cost per square foot for this project.

If the project involves none of the above, describe the development of the proposal.

RESPONSE: This project proposes the relocation of the existing Franklin Endoscopy Center
ASTC (currently operating two surgical procedure suites for endoscopic procedures
performed by the center's staff), as well as the addition of two multispecialty outpatient
surgery operating rooms and related support space for use by a properly credentialed open
medical staff, thus converting a single-specialty (endoscopy) surgery center into a
multispecialty surgery center. Construction of approximately 10,200 square feet of space in
a new medical office building will be required. Facility build out expenses are estimated to
cost $1,652,400, or approximately $162 per square foot.

B. ldentify the number and type of beds increased, decreased, converted, relocated,
designated, and/or redistributed by this application. Describe the reasons for change in bed
allocations and describe the impact the bed change will have on the existing services.
RESPONSE: Not applicable. This outpatient surgery center project does not involve beds.

Certificate of Need Application September 2012
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C. As the applicant, describe your need to provide the following health care services (if
applicable to this application):

Adult Psychiatric Services

Alcohol and Drug Treatment for Adolescents (exceeding 28 days)
Birthing Center

Burn Units

Cardiac Catheterization Services

Child and Adolescent Psychiatric Services
Extracorporeal Lithotripsy

Home Health Services

Hospice Services

10. Residential Hospice

11. ICF/MR Services

12. Long-term Care Services

13. Magnetic Resonance Imaging (MRI)

14. Mental Health Residential Treatment

15. Neonatal Intensive Care Unit

16. Non-Residential Methadone Treatment Centers
17. Open Heart Surgery

18. Positron Emission Tomography

19. Radiation Therapy/Linear Accelerator

20. Rehabilitation Services

21. Swing Beds

LN RLN

REsPONSE: Not applicable. Franklin Endoscopy Center is an existing Ambulatory Surgical
Treatment Center (ASTC) currently operating two surgical procedure suites for endoscopic
procedures performed by the center's staff. This project proposes the relocation and
expansion of the facility through the addition of two multispecialty outpatient surgery
operating rooms and related support space for use by a properly credentialed open medical
staff.

D. Describe the need to change location or replace an existing facility.

RESPONSE: This project proposes the relocation and expansion of the Franklin Endoscopy
Center, an existing Ambulatory Surgical Treatment Center (ASTC) currently operating two
surgical procedure suites for endoscopic procedures performed by the center's staff. The
facility will be moved from its current location on the second fioor of a medical office building
located at 740 Cool Springs Boulevard, Suite 210B, Franklin, TN 37067 (Williamson
County), to the third floor of a larger, newly constructed medical office building located
roughty 1.5 miles from the current location at 9160 Carothers Parkway, Franklin, TN 37067
(Williamson County).

This relocation of the Franklin Endoscopy Center has become necessary due to mechanical
issues at the current site. Initially, the applicant pursed a project involving the expansion of
the facility at its current space. This expansion involved the addition of two multispecialty
outpatient surgery operating rooms and related support space, needed to alleviate volume
growth at the facility (this need is detailed later in this application). As expected,
architectural and engineering analyses determined that the existing HVAC system was
inadequate for the expansion. Unfortunately, it was later discovered that HVAC upgrades
could only be accomplished by expanding on the roof. This, however, would have required
additional support columns in the facility, thus making the project no longer economicaily
feasible.

E. Describe the acquisition of any item of major medical equipment (as defined by the Agency

Certificate of Need Application September 2012
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Rules and the Statute) which exceeds a cost of $1.5 million; and/or is a magnetic resonance
imaging (MRI) scanner, positron emission tomography (PET) scanner, extracorporeal
lithotripter and/or linear accelerator by responding to the following:

1. For fixed-site major medical equipment (not replacing existing equipment):

a. Describe the new equipment, including:
1. Total cost; (As defined by Agency Rule).
2. Expected useful life;
3. List of clinical applications to be provided; and
4. Documentation of FDA approval.

b. Provide current and proposed scheduies of operations.

ResPONSE: Not applicable. No major medical equipment purchases are proposed.
(Current and proposed schedules of operations are Monday through Fridays from 6:30
a.m. t0 4:30 p.m.)

2. For mobile major medical equipment:

a. List all sites that will be served;

b. Provide current and/or proposed schedule of operations;
c. Provide the lease or contract cost.

d. Provide the fair market value of the equipment; and

e. List the owner for the equipment.

REsPONSE: Not applicable. No mobile major medical equipment purchases are
proposed.

3. Indicate applicant’s legal interest in equipment (i.e., purchase, lease, etc.). In the case of
equipment purchase include a quote and/or proposal from an equipment vendor, or in the
case of an equipment lease provide a draft lease or contract that at least includes the
term of the lease and the anticipated lease payments.

ResponsE: Not applicable, As described above, no major medical equipment purchases
are proposed.

lil.  (A) Attach a copy of the plot plan of the site on an 8 1/2" x 11” sheet of white paper which must
include:
1. Size of site (in acres);
2. Location of structure on the site; and

3. Location of the proposed construction.
4. Names of streets, roads or highway that cross or border the site.

Please note that the drawings do not need to be drawn to scale. Plot plans are
required for all projects.

RESPONSE: Please see Attachment B, lII.(A) (Tab 7) for a copy of the plot plan. The proposed
facility will occupy leased space comprising the entire third floor of a newly constructed medical

office building.
Certificate of Need Application September 2012
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(B) 1.

Describe the relationship of the site to public transportation routes, if any, and to any
highway or major road developments in the area. Describe the accessibility of the
proposed site to patients/clients.

RESPONSE: The relocated Franklin Endoscopy Center will be conveniently located on
Carothers Parkway, one-half mile east of Highway I-65 at Exit 69 and approximately one-
half mile east of the Cool Springs Galleria Mall.

Franklin Transit Authority bus service is available from the Cool Springs Galleria Mall area
Monday through Saturday, 6:00 a.m. to 6:00 p.m. In addition to fixed route service,
Franklin Transit Authority also offers Transit On DemanD (TODD) Service. TODD is a pre-
arranged, curb-to-curb pick-up and drop-off service that also provides all-day, same-day
access to Franklin's Fixed Route Service. In addition, Cool Springs Express Service
is a pre-arranged, curb-to-curb pick-up and drop-off service originating in the Cool Springs
area of Franklin. Thirty minute service is guaranteed. Please see Attachment B, lIl.(B).1
(Tab 8) for maps depicting these local bus routes.

Due to patient discharge policies, however, bus and taxi access is not advisable. Patients
arrive and leave via private automobile. The proposed relocation and two operating room
expansion at Franklin Endoscopy Center is designed to increase patient accessibility by
redirecting existing patients from the Saint Thomas Surgery Center Network facilities at
Baptist Ambulatory Surgery Center, Baptist Plaza Surgicare and Saint Thomas Campus
Surgicare. Last year, in 2011, these three ASTCs alone served 23,569 patients. Of this
total, 15.1%, or 3,568 patients, resided in the six zip codes surrounding Franklin Endoscopy
Center. According to Google Maps, these three ASTCs are 17.5 - 18.3 miles from the
current Franklin Endoscopy Center location, or a 24 - 26 minute drive by automobile. The
proposed location is of similar distance from the 3 facilities, between 15.8 — 22.3 miles, or a
19 - 26 minute drive by automobile. This project will allow existing Saint Thomas surgery
patients who currently reside in the Cool Springs area, and who may already by-pass the
Franklin Endoscopy Center site, to receive quality services closer to their home.

Attach a floor plan drawing for the facility which includes legible labeling of patient care rooms
(noting private or semi-private), ancillary areas, equipment areas, etc. on an 8 1/2" x 11" sheet of
white paper.

NOTE: DO NOT SUBMIT BLUEPRINTS. Simple line drawings should be submitted and need not
be drawn to scale.

RESPONSE: Please see Attachment B, IV (Tab 9) for the floor plan schematics.

For a Home Health Agency or Hospice, identify:

1. Existing service area by County;

2. Proposed service area by County;

3. A parent or primary service provider;
4. Existing branches; and

5. Proposed branches.

RESPONSE: Not applicable. The project does not involve a Home Health Agency or Hospice.
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SECTION C: GENERAL CRITERIA FOR CERTIFICATE OF NEED

In accordance with Tennessee Code Annotated § 68-11-1609(b), “no Certificate of Need shall be granted
unless the action proposed in the application for such Certificate is necessary to provide needed health
care in the area to be served, can be economically accomplished and maintained, and will contribute to
the orderly development of health care.” The three (3) criteria are further defined in Agency Rule 0720-4-
.01. Further standards for guidance are provided in the state health plan (Guidelines for Growth),
developed pursuant to Tennessee Code Annotated §68-11-1625.

The following questions are listed according to the three (3) criteria: (I) Need, (ll) Economic Feasibility,
and (1) Contribution to the Orderly Development of Health Care. Please respond to each question and
provide underlying assumptions, data sources, and methodologies when appropriate. Please type each
question and its response on an 8 1/2” x 11” white paper. All exhibits and tables must be attached to the
end of the application in correct sequence identifying the question(s) to which they refer. If a question
does not apply to your project, indicate “Not Applicable (NA)."

QUESTIONS
NEED
1. Describe the relationship of this proposal toward the implementation of the State Health Plan and

Tennessee’s Health: Guidelines for Growth.

a. Please provide a response to each criterion and standard in Certificate of Need Categories
that are applicable to the proposed project. Do not provide responses to General Criteria and
Standards (pages 6-9) here.

RESPONSE: Under the Guidelines for Growth: Criteria and Standards for Certificate of Need,
Edition 2000, there are two sets of criteria applicable to the proposed project, the sections
titted “Ambulatory Surgical Treatment Centers” and “Construction, Renovation, Expansion,
and Replacement of Health Care Institutions.” This proposed project also is consistent with
the “5 Principles for Achieving Better Health” found in the State Health Plan.

AMBULATORY SURGERY TREATMENT CENTERS

1. The need for an ambulatory surgical treatment center shall be based upon the following
assumptions:

a. An operating room is available 250 days per year, 8 hours per day.

ReSPONSE: Franklin Endoscopy Center currently operates according to this general
schedule (Monday through Friday, 6:30 a.m. to 4:30 p.m.) and intends to do so in
the future.

b. The average time per outpatient surgery case is 60 minutes.

RESPONSE: The applicant acknowledges that this assumption is reasonable for the
case mix anticipated at the expanded and relocated Franklin Endoscopy Center.
Current endoscopic procedures last approximately 15 to 30 minutes. The addition
of more complex surgical cases will increase this average time.

Certificate of Need Application September 2012
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c. The average time for clean up and preparation between outpatient surgery cases is
30 minutes.

RESPONSE: The applicant acknowledges that this assumption is reasonable for the
case mix anticipated at the expanded and relocated Franklin Endoscopy Center.
Current endoscopic time for clean up and preparation is approximately 10 to 15
minutes. The addition of more complex surgical cases will increase this average
time.

d. The capacity of a dedicated, outpatient, general-purpose operating room is 80% of
full capacity. That equates to 800 cases per year.

RESPONSE!: Franklin Endoscopy Center plans to operate at 800
cases/patients/procedures or more per year, for each operating room and
procedure room.

e. Unstaffed operating rooms are considered available for ambulatory surgery and are
to be included in the inventory and in the measure of capacity.

RESPONSE: Franklin Endoscopy Center currently staffs two procedure rooms.
Pending CON approval, the relocated Franklin Endoscopy Center will staff two
procedure rooms and two operating rooms.

2. “"Service Area" shall mean the county or counties represented by the applicant as the
reasonable area to which the facility intends to provide services and/or in which the
majority of its service recipients reside.

RESPONSE: Historically, Franklin Endoscopy Center (based on two endoscopic
procedure rooms) has been highly utilized by patients residing in Williamson, Davidson
and Maury Counties. Please refer to EXHIBIT 1.

ExHiBIT 1
Franklin Endoscopy Center
Historical Patient Origin Data
Endoscopy Patients Only, Unduplicated

2008-2011
County 2008 2009 2010 2011 2011% Cumulative %
Williamson 1435|1689 | 1,772 | 1685 | 68.1% 68.1%
Davidson 149 | 202 | 219 176 7.1% 75.2%
Maury 227 355 382 358 | 14.5% 89.7%
All Other Counties 225 | 268 | 293 | 256 10.3% 100.0%
Total 2,036 | 2,514 | 2,666 | 2,475 | 100.0%

Source: Joint Annual Report of Ambulatory Surgical Treatment Centers

One of the goals of this proposed relocation and two operating room expansion at
Franklin Endoscopy Center is to increase patient accessibility by redirecting existing
patients from the Saint Thomas Surgery Center Network facilities at Baptist Ambulatory
Surgery Center, Baptist Plaza Surgicare and Saint Thomas Campus Surgicare. Last
year, in 2011, these three ASTCs alone served 23,569 patients. Of this total, 15.1%, or

Certificate of Need Application September 2012
Franklin Endoscopy Center Page 15



3,568 patients, resided in the six zip codes surrounding Franklin Endoscopy Center.
Please refer to the service area map in Attachment C, Need — 1 (Tab 10).

Physician office locations are not expected to change upon approval of the operating
room expansion. in 2011, only 308 of the 23,569 patients served at Baptist Ambulatory
Surgery Center, Baptist Plaza Surgicare and Saint Thomas Campus Surgicare, or just
1.3% of the total, resided in Maury County. In fact, Saint Thomas Campus Surgicare
did not receive a single patient from Maury County in 2011.

Therefore, based upon historical and projected physician referral patterns, the
proposed service area for the relocated facility will be Williamson and Davidson
Counties only. Please refer to EXHIBIT 2.

EXHIBIT 2
Franklin Endoscopy Center
Projected Patient Origin Data
Surgery Patients Only
2013-2015

Service
Zip Codes Area County 2013 2014 2015 2015% Cum%

37027, 37067, 37069 Primary | Williamson 747 847 950 50% 50%

37215, 37220, 37221 Secondary | Davidson 513 628 747 40% 90%

All Other Zips 139 | 162| 187 | 10% | 10%

Total 1,399 | 1,637 | 1,884 | 100% | 100%

Many doctors, especially those in large group practices, have long recognized the need
for satellite offices closer to their patients. The concentration of population in
Williamson County makes such satellite offices feasible and economical. Providing
outpatient surgery near these satellite offices also is a natural progression of the
patient-focused care model. As documented below, a large number of doctors
proposing to use the planned Franklin Endoscopy Center already have offices in the
area. Please see EXHIBIT 3 below for a table detailing the number of surgeons who use
the Saint Thomas Surgery Network and are already located in the Brentwood, Franklin
or Cool Springs area. Please note that surgeons may have multiple office locations.

Certificate of Need Application September 2012
Franklin Endoscopy Center Page 16



ExHIBIT 3
SAINT THOMAS SURGERY CENTER NETWORK PHYSICIANS
WITH OFFICES IN SERVICE AREA

Neurosurgery 0
Orthopedics 5 5]
Pain Management 0
Anesthesiology 0
Ophthalmology 3 3 3 3 3 15
Urclogy 1 ‘ ' 1
Otolaryngology 8 8
Podiatry 1 1
Total 3 17 3 4 0 3 30

The proposed project is not dependent upon any additional surgeons relocating their
offices from downtown Nashville or establishing satellite offices in the Brentwood,
Franklin or Cool Springs area in the future. That said, there are 20 additional surgeons
who have expressed interest in joining the current center's 2 existing
gastroenterologists. These surgeons would have to average just 6.66 procedures per
month to reach capacity on the 2 additional ORs (800 procedures/OR/year x 2 ORs =
1,600 procedures/year; 1,600 procedures/year + 20 surgeons + 12 months/year = 6.66
procedures/surgeon/month). Of these 20 additional surgeons, only 2 are not now
affiliated with the Saint Thomas Surgery Center Network.

3. The majority of the population of a service area for an ambulatory surgical treatment
center should reside within 30 minutes travel time to the facility.

RESPONSE: This proposed relocation and two operating room expansion of the Franklin
Endoscopy Center is expected to redirect existing patients from the Saint Thomas
Surgery Center Network facilities at Baptist Ambulatory Surgery Center, Baptist Plaza
Surgicare and Saint Thomas Campus Surgicare. The service area is comprised of six
zip codes surrounding Franklin Endoscopy Center. Please refer to the service area
map in Attachment C, Need — 1 (Tab 10).

According to Google Maps, these three ASTCs are 17.5 - 18.3 miles from the current
location of the Franklin Endoscopy Center, or a 24 - 26 minute drive by automobile.
The proposed location is of similar distance from the 3 facilities, between 15.8 — 22.3
miles, or a 19 — 26 minute drive by automobile. This project will allow existing Saint
Thomas surgery patients who currently reside in the Cool Springs area, and who may
already by-pass the Franklin Endoscopy Center site, to receive quality services closer
to their home. Thus, such patients are expected to reside within 30 minutes of Franklin
Endoscopy Center.

4. All applicants should demonstrate the ability to perform a minimum of 800 operations
and/or procedures per year per operating room and/or procedure room. This assumes
250 days x 4 surgeries/procedures x .80.
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RESPONSE; Based on the standard of 800 procedures per procedure room, Franklin
Endoscopy Center operated at 201% capacity in 2009, 211% capacity in 2010 and
197% capacity in 2011. Clearly, Franklin Endoscopy Center has demonstrated its
ability to operate well above State standards for endoscopic procedures alone.

Similarly, for the same period of time, Baptist Ambulatory Surgery Center, Baptist Plaza
Surgicare and Saint Thomas Campus Surgicare averaged 288% - 329% capacity
including procedure rooms and 329% - 376% capacity excluding procedure rooms.
Redirecting existing outpatient surgery patients from these three ASTCs to Franklin
Endoscopy Center will have the desired effect of decompressing patient volume in
Nashville without adversely impacting on-going operational efficiencies.

This capacity trend data is reported in Attachment C, Need — 1 (Tab 11). Saint
Thomas Surgery Center Network facilities have a history of performing more than 800
operations and/or procedures per year per operating room and/or procedure room and
should be expected to do so in the future.

In fact, from 2009 to 2011, of the larger ASTC providers in Williamson and Davidson
Counties offering similar services to those proposed here, none operated below 110%
capacity including procedure rooms or 132% capacity excluding procedure rooms.

Even considering every one of the 34 - 35 ASTCs in Williamson and Davidson
Counties from 2009 to 2011, aggregate utilization always exceeded 100% capacity
whether including or excluding procedure rooms, whether comparing patients or
procedures. In conclusion, area providers are very highly utilized regardless of the
approach used to measure capacity. As will be documented later, service area
population growth will continue to support high ASTC utilization. ASTC JAR
summaries for Williamson and Davidson Counties also are reported in Attachment C,
Need — 1 (Tab 11).

5. A certificate of need (CON) proposal to establish a new ambulatory surgical treatment
center or to expand the existing services of an ambulatory surgicat treatment center
shall not be approved unless the existing ambulatory surgical services within the
applicant's service area or within the applicant’s facility are demonstrated to be
currently utilized at 80% of service capacity. Notwithstanding the 80% need standard,
the Health Facilities Commission may consider proposals for additional facilities or
expanded services within an existing facility under the following conditions: proposals
for facilities offering limited-specialty type programs or proposals for facilities where
accessibility to surgical services is limited.

RESPONSE: Based on the standard of 800 procedures per procedure room, Franklin
Endoscopy Center operated at 201% capacity in 2009, 211% capacity in 2010 and
197% capacity in 2011. Franklin Endoscopy Center has far exceeded the 80% need
standard.

Considering every one of the 34 - 35 ASTCs in Williamson and Davidson Counties from
2009 to 2011, aggregate utilization always exceeded 100% capacity whether including
or excluding procedure rooms, whether comparing patients or procedures. Area
providers are very highly utilized regardiess of the approach used to measure capacity.
ASTC JAR summaries for Williamson and Davidson Counties are reported in
Attachment C, Need — 1 (Tab 11). For these facilities:
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Utilization as measured by admissions/discharges actually increased over the past
three years, from 123,574" in 2009 to 126,555, or by +2.4%.

Available capacity as measured by operating rooms and procedure rooms actually
decreased over the past three years, from 110,400% patients/procedures to 107,200
patients/procedures, or by -2.9%.

The few ASTCs not performing at the minimum 800 cases/room/year standard are not
a viable alternative to the expanded Franklin Endoscopy Center.
* The Center for Assisted Reproductive Technology — a service not provided by
FEC
Delozier Surgery Center ~ plastic surgery only, a service not provided by FEC
Gurley Surgery Center — gynecology only, a service not provided by FEC
Nashville Vision Correction — laser vision only, a service not provided by FEC
NFC Surgery Center — infertility only, a service not provided by FEC
Wesley Ophthalmic Plastic Surgery Center — services not provided by FEC
American Endoscopy Center — FEC is not proposing to expand existing endo
svCs
¢ Crossroads Surgery Center ~ pain management only, began reporting in 2010,
195% of capacity in 2011 based on reported admission/discharges

In conclusion, area providers are very highly utilized regardless of the approach used to
measure capacity. The relocated and expanded Franklin Endoscopy Center will
contribute to the orderly development of health care.

6. A CON proposal to establish an ambulatory surgical treatment center or to expand
existing services of an ambulatory surgical treatment must specify the number of
projected surgical operating rooms to be designated for ambulatory surgical services.

RESPONSE: Franklin Endoscopy Center currently operates two surgical procedure
suites for endoscopic procedures performed by the center's staff and now proposes the
addition of two multispecialty outpatient surgery operating rooms and related support
space for use by a properly credentialed open medical staff.

7. A CON proposal to establish an ambulatory surgical treatment center or to expand
existing services of an ambulatory surgical treatment center must project patient
utilization for each of the first eight quarters following the completion of the proposed
project. All assumptions, including the specific methodology by which utilization is
projected, must be clearly stated.

RESPONSE: This methodology was originally presented in Franklin Endoscopy Center’s
July 2012 CON application, CN1207-035. This original application sought approval to
add two operating rooms at the existing facility. As expected, architectural and
engineering analyses determined that the existing HVAC system was inadequate for
the expansion. Unfortunately, it was later discovered that HYAC upgrades could only

' For comparison purposes, the 3,398 admissions/discharges reported at The Bone and Joint Surgery
Center must be excluded from the trend analysis since 2009 was the last year it reported data as an
ASTC.

% For comparison purposes, the 3 operating rooms (2,400 patients/procedures) reported at The Bone and
Joint Surgery Center must be excluded from the trend analysis since 2009 was the last year it reported
data as an ASTC.
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be accomplished by expanding on the roof. This, however, would have required
additional support columns in the facility, thus making the project no longer
economically feasible.

Franklin Endoscopy Center CN1207-035 was subsequently withdrawn from review and
replaced with this relocation and expansion CON application. As part of this 1.5-mile
relocation, a new medical office building will be constructed for the surgery center.
While the original project was projected to become operational in July 2013, this new
project will become operational in February 2014. This seven month delay is not
considered material in terms of the original utilization projections. However, since the
projections are based on population growth which would result in higher case volumes,
the original volume projections are still relied upon here. To be conservative, this slight
implementation delay was not used to support an increase in volume projections.

Aside from points of clarification requested in the supplemental responses to CN1207-
035, the utilization projections below are the same as presented in the original CON
application.

The proposed relocation and two operating room expansion at Franklin Endoscopy
Center is designed to, among other goals, increase patient accessibility by redirecting
existing patients from the Saint Thomas Surgery Center Network facilities at Baptist
Ambulatory Surgery Center, Baptist Plaza Surgicare and Saint Thomas Campus
Surgicare. Last year, in 2011, these three ASTCs alone served 23,569 patients. Of
this total, 15.1%, or 3,568 patients, resided in the six zip codes surrounding Franklin
Endoscopy Center. According to Google Maps, these three ASTCs are 17.5 - 18.3
miles from the current Franklin Endoscopy Center location, or a 24 - 26 minute drive by
automobile. The proposed location is of similar distance from the 3 facilities, between
15.8 — 22.3 miles, or a 19 — 26 minute drive by automobile. This project will allow
existing Saint Thomas surgery patients who currently reside in the Cool Springs area,
and who may already by-pass the Franklin Endoscopy Center site, to receive quality
services closer to their home.

The assumptions and methodology by which utilization for surgery and endoscopy is
projected is as follows.

Part | - Surgery

o Existing surgery patients from the Saint Thomas Surgery Center Network
facilities at Baptist Ambulatory Surgery Center, Baptist Plaza Surgicare and
Saint Thomas Campus Surgicare were analyzed. Last year, in 2011, these
three ASTCs alone served 23,569 patients.

e Data from these three ASTCs were analyzed for the six zip codes surrounding
Franklin Endoscopy Center. Of the total 23,569 patients, 15.1%, or 3,568,
resided in the proposed primary/secondary service area. Please see the table
below for the patient origin by zip code of these patients.

Certificate of Need Application September 2012
Franklin Endoscopy Center Page 20



36

ExHIBIT 4
EXISTING SAINT THOMAS SURGERY CENTER NETW(SRlS PATIENTs" ! '2 3
By Zip CODE 7

37027 37067 37069 37215 37220 37221 Total
Baptist
ASC 243 59 87 190 50 282 911
Baptist
Plaza 430 127 146 223 80 313 1,319
Surgicare
St.
Thomas
Campus 312 74 118 341 54 439 1,338
Surgicare
Total 085 260 351 754 184 | 1,034 | 3,568

Of the 119 surgeons serving patients residing in the six zip codes, several
already have offices in the zip code service area. Many of their patients now
by-pass the Franklin Endoscopy Center facility to receive care at the Saint
Thomas ASTCs in Nashville. See the table below for detailed data regarding
these physician offices by specialty and zip code (Please note that surgeons
may have multiple office locations).

ExHBIT 5
SAINT THOMAS SURGERY CENTER NETWORK PHYSICIANS
WITH OFFICES IN SERVICE AREA

U 113 DOY U D13

Neurosurgery 0
Orthopedics 5 5
Pain Management 0
Anesthesiology ; 0
Ophthalmology 3 3 3 3 3 15
Urology 1 1
Otolaryngology 8 8
Podiatry 1 il
Total 3 17 3 4 0 3 30

For these physicians, estimates were obtained as to the percentage of their
case load that could be redirected to outpatient operating rooms in Cool
Springs. Conservative redirection percentages were then applied. These
redirection factors were decided upon two ways. First, the manager, USPI,
discussed the concept with Saint Thomas Health physicians to gauge their
need for a multispecialty ASC in Williamson County. Physicians were asked,
confidentially, to estimate patient volumes at Franklin Endoscopy Center based
upon their anticipated practice patterns. Second, USPI analyzed aggregate
physician data for the three Saint Thomas Health ASCs from the six targeted
zip codes. Patient volume estimates were then produced assuming that some,
but by no means all, of the existing Saint Thomas Health ASC patients would
be redirected to the expanded Franklin Endoscopy Center. The redirection
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factors reported above actually harmonize the self-reported individual physician
estimates with USPI's aggregate ASC-level estimates for the greater Nashville
area. These factors assume that:

o Atleast a quarter (25%) of a physician’s existing patient volume will be
redirected in order to maintain efficiency within the physician's practice
at two locations.

o Except perhaps in rare instances where a physician would relocate his
or her entire practice, no more than three quarters (75%) of a
physician's existing patient volume will be redirected in order to
maintain efficiency within the physician’s practice at two locations.

o More patients will be redirected from the zip codes closer to the
expanded Franklin Endoscopy Center (45%, 50%, 55%), while fewer
patients will be redirected from the zip codes farther from the
expanded and relocated Franklin Endoscopy Center (25%, 30%, 35%).

o Redirection will increase over the first three years of operation (5% per
year) as patient familiarity and surgeon practice patterns adopt to the
expanded and relocated Franklin Endoscopy Center.

In subsequent years, patient volumes were increased 2% per year for service
area population growth. According to Claritas, Williamson and Davidson
Counties are expected to experience 1.0% annual growth from 2012 to 2017,
and 3.8% annual growth for the 65 and older population (who utilize healthcare
services the most).

Annual estimates for the expanded Franklin Endoscopy Center are then
provided for 2013, 2014 and 2015 in ExHIBIT 6. The three redirection estimates
(one set for PSA and another set for SSA) correspond to one for each of the
three projection years (2013, 2014 and 2015). Space limitations prohibited the
use of separate columns for each redirection estimate. For example, the 2015
FEC estimate of 950 patients in the primary service area is calculated as
follows. The 2011 baseline is 1,596 patients. Two percent population growth
over 4 years yields 1,728 total patients in 2015. Applying the 55% redirection
factor results in 950 patients. Similarly, the 2013 FEC estimate of 513 patients
in the secondary service area is calculated as follows. The 2011 baseline is
1,972 patients. Two percent population growth over 2 years yields 2,052 total
patients in 2013. Applying the 25% redirection factor results in 513 patients.

The “All Other Zips" category accounts for the redirection of existing Saint
Thomas Health Surgery Center Network patients to the relocated and
expanded Franklin Endoscopy Center from outside the 6 zip codes defined
above. This “outside area” estimate of approximately 10% was used to
account for the inevitable extra patients who reside outside the defined service
area. (Mathematically, the subtotal of the primary and secondary service area
estimates equals 90% of the overall total.) These “All Other Zips" estimates
are correlated to physician practice patterns within the Saint Thomas Health
Surgery Center Network and actual 2011 patient origin data rather than
physician office location.

Cedrtificate of Need Application September 2012

Franklin Endoscopy Center

Page 22

37



38

* To project surgical procedures, patient projections were multiplied by a factor
of 2.5 based on actual experience for the surgeons involved.

Results are presented in EXHIBIT 6, below.

EXHIBIT 6
Franklin Endoscopy Center
Projected Surgery Patients/Procedures Only
2013-2015

2011 Physician 2013

STHe Redirection FEC

Zip Codes Patients Estimate Pats

Primary 3 1,596 45/50/55% 747 847 950 | 1,868 | 2,118 | 2,375
Secondary 3 | 1972 | 26/30/35% | 513 | 628 | 747 | 1,282 | 1,570 | 1,868
All Other Zips N/A 139 162 187 | 347 405 467
Total 3,568 1,399 | 1,637 | 1,884 | 3498 | 4,093 | 4710

Part Il — Endoscopy

e Endoscopy patient volume is expected to change little, as the two existing
gastroenterologists have mature practices. 2,527 patients were served in
2011. The Projected Data Chart was originally based on a July 2013 start
date. Although the start date has been delayed seven months to February
2014, the original and more conservative volumes are still considered to be
valid. Year 1 is based on an average of 2013 and 2014 projections. 2,476
patients are projected in Year 1 (based on scheduling, and within 2% of the
2011 number) and 2,526 in Year 2. Procedures per patient average 1.25,

Part 11l — Surgery and Endoscopy

Quarterly projections are presented in EXHIBIT 7, below. The Projected Data Chart was
originally based on a July 2013 start date. Although the start date has been delayed
seven months to February 2014, the original and more conservative volumes are still
considered to be valid. Year 1 is based on an average of 2013 and 2014 projections.
Due to existing patients to be redirected to Franklin Endoscopy Center, a minimal
ramp-up period is projected.

ExHIBIT 7
Franklin Endoscopy Center
Projected Surgery and Endoscopy Patients/Procedures
First Two Years, By Quarter

Froje 0 ea ota Cl a Q Qtr 4
Patients 1 3,996 830 1,020 | 1,073 | 1,073
Patients 2 4,293 1,073 | 1,073 | 1,073 | 1,073
Procedures 1 6,896 1,317 | 1,792 | 1,894 | 1,894
Procedures 2 7,578 1,894 | 1,894 | 1,895 | 1,895
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Physician specialty mix is presented in EXHIBIT 8, below. ‘“Doctors” represent the
expected active staff. Twenty of the 22 doctors are considered to be practicing already
within the Saint Thomas Surgery Center Network. The remaining 2 of the 22 are not
being “recruited” from outside the network as much as they have expressed interest in
becoming part of the network upon approval of the expanded Franklin Endoscopy Center.
Again, an expansion of just two ORs has limited capacity.

ExHiBIT 8
Specialty Mix
Cases and Procedures, Year 1

pe < Docto P D % Proced < %
Anesthesiology 1 6] 0.1% 14|  0.2%
ENT 12 548| 13.7% 1,366| 19.8%
Gl 2 2,476| 62.0% 3,095| 44.9%
Neurosurgery 1 25| 0.6% 62 0.9%
Orthopedics 5 498| 12.5% 1,245| 18.1%
Pain Management 1 446| 11.2% 1,115| 16.2%
Total 22 3,996| 100.0% 6,896 100.0%

Source: USPI internal data

8. A CON proposal to establish an ambulatory surgical treatment center or to expand the
existing services of an ambulatory surgical treatment center must project patient origin
by percentage and county of residence. All assumptions, including the specific
methodology by which utilization is projected, must be clearly stated.

RESPONSE: The criterion cited is as follows.

A CON proposal to establish an ambulatory surgical treatment center
or to expand the existing services of an ambulatory surgical treatment
center must project patient origin by percentage and county of
residence. All assumptions, including the specific methodology by
which utilization is projected, must be clearly stated.

The projected patient origin for the relocated and expanded Franklin Endoscopy Center
is presented in the exhibit below, which appeared as EXHIBIT 2 in the application above.

EXHIBIT 2
Franklin Endoscopy Center
Projected Patient Origin Data
Surgery Patients Only

2013-2015
Service

Zip Codes Area County 2013 2014 2015 2015% Cum%

37027, 37067, 37069 Primary Williamson 747 847 950 50% 50%

37215, 37220, 37221 Secondary | Davidson 513 628 747 40% 90%

All Other Zips 139 162 187 10% 10%

Total 1,399 | 1,637 1,884 | 100% 100%
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These patient origin projections are based on historical data from the Saint Thomas
Health Surgery Center Network. Actual patients served in 2011 were increased 2% per
year for population growth through 2015, and are consistent with the demographic
analyses presented.

Annual estimates for the relocated and expanded Franklin Endoscopy Center, by
primary and secondary service area, are then provided for 2013, 2014 and 2015. The
three redirection estimates (one set for PSA and another set for SSA) correspond to
one for each of the three projection years (2013, 2014 ancl 2015)°.

Based upon these historical data and projection assumptions, the primary service area
zip codes will account for 50% of the total surgery patients served in 2015. The
secondary service area zip codes will account for 40% of the total surgery patients
served in 2015. Another 10% of surgery patients served in 2015 are expected to reside
outside these six zip codes.

CONSTRUCTION, RENOVATION, EXPANSION. AND REPLACEMENT
OF HEALTH CARE INSTITUTIONS

1. Any project that includes the addition of beds, services, or medical equipment will be
reviewed under the standards for those specific activities.

RESPONSE: Acknowledged.

2. For relocation or replacement of an existing licensed health care institution:

a. The applicant should provide plans which include costs for both renovation and
relocation, demonstrating the strengths and weaknesses of each alternative.

RESPONSE: The relocation of the Franklin Endoscopy Center has become necessary
due to mechanical issues at the current site. Initially, the applicant pursed a project
involving the expansion of the facility at its current space. This expansion involved
the addition of two multispecialty outpatient surgery operating rooms and related
support space, needed to alleviate volume growth at the facility (this need is detailed
later in this application). As expected, architectural and engineering analyses
determined that the existing HVAC system was inadequate for the expansion.
Unfortunately, it was later discovered that HVAC upgrades could only be
accomplished by expanding on the roof. This, however, would have required
additional support columns in the facility, thus making the project no longer
economically feasible.

b. The applicant should demonstrate that there is an acceptable existing or projected
future demand for the proposed project.

RESPONSE: The proposal to relocate the facility and add two operating rooms at
Franklin Endoscopy Center is designed to, among other goals, increase patient

® A higher percentage of patients are expected to be redirected from the primary zip codes closer to the
expanded Franklin Endoscopy Center (45% in 2013, 50% in 2014 and 55% in 2015), while a lower
percentage of patients are expected to be redirected from the secondary zip codes farther from the
expanded Franklin Endoscopy Center (25% in 2013, 30% in 2014 and 35% in 2015).
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accessibility by redirecting existing patients from the Saint Thomas Surgery Center
Network facilities at Baptist Ambulatory Surgery Center, Baptist Plaza Surgicare and
Saint Thomas Campus Surgicare. Last year, in 2011, these three ASTCs alone
served 23,569 patients. Of this total, 15.1%, or 3,568 patients, resided in the six zip
codes surrounding Franklin Endoscopy Center. At the historical average of 2.5
procedures per patient, this equates to approximately 8,920 procedures. Acceptable
capacity equals 1,600 procedures (800 procedures per operating room). Therefore,
Franklin Endoscopy Center already has access to more than 11 times the number of
procedures to support the proposed operating room expansion. Approval of this
project will allow existing Saint Thomas surgery patients who currently reside in the
Cool Springs area, and who may already by-pass the Franklin Endoscopy Center
site, to receive quality services closer to their home.

3. For renovation or expansions of an existing licensed health care institytion:

a. The applicant should demonstrate that there is an acceptable existing demand for the
proposed project.

RESPONSE: Not applicable. Please see the question above which refers to facility
relocations for the discussion of demand.

b. The applicant should demonstrate that the existing physical plant's condition warrants
major renovation or expansion.
ReEsPONSE: Not applicable. The applicant is proposing the relocation of the facility,

discussed above.

5 PRINCIPLES FOR ACHIEVING BETTER HEALTH

Each of the 5 Principles for Achieving Better Health is addressed below.

Principle 1: Healthy Lives - “The purpose of the State Health Plan is to improve the health
of Tennesseans.”

RESPONSE: Among the top 10 leading causes of death for Tennessee residents are cancer
and accidents. Surgical services proposed by Franklin Endoscopy Center will help in the
treatment of these two leading causes of death plus the morbidity associated with
orthopedic and other diseases.

Principle 2: Access to Care - “Every citizen should have reasonable access to health care.”

RESPONSE: Among the three criteria required to attain good access, as listed in the 2010
National Health Disparities Report, is, “getting access to sites of care where patients can
receive needed services.” The proposed relocation and two operating room expansion at
Franklin Endoscopy Center is designed to, among other goals, increase patient
accessibility by redirecting existing patients from the Saint Thomas Surgery Center Network
facilities at Baptist Ambulatory Surgery Center, Baptist Plaza Surgicare and Saint Thomas
Campus Surgicare. Last year, in 2011, these three ASTCs alone served 23,569 patients.
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Of this total, 15.1%, or 3,568 patients, resided in the six zip codes surrounding Franklin
Endoscopy Center. According to Google Maps, these three ASTCs are 17.5 - 18.3 miles
from the current Franklin Endoscopy Center location, or a 24 - 26 minute drive by
automobile. The proposed location is of similar distance from the 3 facilities, between 15.8
—22.3 miles, or a 19 — 26 minute drive by automobile. This project will allow existing Saint
Thomas surgery patients who currently reside in the Cool Springs area, and who may
already by-pass the Franklin Endoscopy Center site, to receive quality services closer to
their home.

Principle 3: Economic Efficiencies - “The stafe's health care resources should be developed
to address the needs of Tennesseans while encouraging competitive markets, economic
efficiencies, and the continued development of the state's health care system.”

REsSPONSE: Recognizing the benefits of outpatient surgery centers such as the Franklin
Endoscopy Center ASTC, Saint Thomas Health is actively involved in 13 other similar joint
ventures with United Surgical Partners International throughout the greater Nashville area.
Please see Attachment A4, Related Healthcare Institutions (Tab 3).

This strategy remains vital today more than ever, in response to the Affordable Care Act
(ACA) and continued pressure from payors to contain healthcare costs. Saint Thomas
Health formed one of the nation's first Accountable Care Organizations (ACOs),
MissionPoint Health Partners, in August 2011. Its goal is to assist doctors, employers and
patients to work more closely together to trim medical costs and make people healthier
under insurance plans. The concept behind the physician-led program is to help
stakeholders in a patient's care — including doctors, hospitals, pharmacies and payers — to
get in sync at a time when insurers are pushing for better coordination of care and linking
payment amounts to health outcomes. MissionPoint works closely with patients, both when
they are well and when they are sick.

ASTCs such as Franklin Endoscopy Center play an important role within the ACA and ACO
care delivery model for containing costs, promoting quality and increasing accessibility.
Saint Thomas Health does not have an outpatient surgery center presence in or near the
Williamson County population. Furthermore, on July 1, 2012, Williamson Surgery Center
reverted from a freestanding ASC to a hospital-based outpatient department under
Williamson Medical Center. As documented in the Medicare pricing differential rates in
Attachment C, Need — 1 (Tab 12), freestanding ASCs were reimbursed 44% less than
hospital-based facilities in 2011. This has a direct impact on patient deductibles and co-
payments as well. Since Medicare rates often form a basis for third-party reimbursement,
the impact of this differential on the service area population is even more widespread.

Principle 4: Quality of Care - “Every citizen should have confidence that the quality of health
care is continually monitored and standards are adhered to by health care providers.”

RESPONSE: As an existing licensed and accredited provider of quality patient services,
without regard to patient gender, ethnicity, geographic location or socioeconomic status,
Saint Thomas Health and Franklin Endoscopy Center are equitable healthcare providers.
This same level of commitment will continue with the proposed operating room expansion.

Principle 5: Health Care Workforce - “The state should support the development,
recruitment, and retention of a sufficient and quality health care workforce.”
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ReEsPONSE: While “the state” appears to be the party charged with supporting the
development, recruitment, and retention of a sufficient and quality health care workforce,
Franklin Endoscopy Center is an existing healthcare facility with a history of successful staff
recruitment and retention.

Describe the relationship of this project to the applicant facility’s long-range development plans, if
any.

RESPONSE: As a joint venture with Saint Thomas Health, Franklin Endoscopy Center’s long-range
plan is to assure the availability in Middle Tennessee of high quality, cost-effective and accessible
outpatient services. A network of such facilities operated and managed in a coordinated fashion,
especially when part of the ACO described above, will result in the optimum use of resources and
will be a key component in future models of health care that contemplate broad provider integration.

Identify the proposed service area and justify the reasonableness of that proposed area. Submit a
county level map including the State of Tennessee clearly marked to reflect the service area.
Please submit the map on 8 1/2” x 11" sheet of white paper marked only with ink detectable
by a standard photocopier (i.e., no highlighters, pencils, etc.).

RESPONSE: For reasons set forth in the ASTC rules above, Franklin Endoscopy Center's service
area for this project is comprised of six zip codes in Williamson and Davidson Counties. Please
see Attachment C, Need — 1 (Tab 10) for a map of the service area including the locations of the
three Davidson County ASTCs noted above.

A. Describe the demographics of the population to be served by this proposal.

RESPONSE: Franklin Endoscopy Center's primary service area is comprised of three zip codes in
Williamson County. The secondary service area is three zip codes in Davidson County.

Between 2012 and 2017, the population of the service area is projected to increase by 5.3%, or by
43,478 residents. This represents an annual growth rate of 1.0% and is greater than the projected
growth rate of the state as a whole within that same five-year period, which is 0.8% annually or
4.1% total growth. Please see EXHIBIT 9, which illustrates the projected changes in population of
the service area between 2012 and 2017 and denotes population growth within the Nashville MSA,
the state of Tennessee, and the United States.

ExHIBIT 9
TOTAL POPULATION PROJECTIONS

Total Population

2017  AbsChg Ann % Chg Total % Chg

Service Area Countles
Davidson 633,468 652,621 19,163 0.6% 3.0%
Williamson 192,069 216,384 24,325 2.4% 12.7%
Total SA 825,527 869,005 43,478 1.0% 5.3%
Nashville MSA 1,630,017 1,740,668 110,651 1.3% 6.8%
Tennessee 6,439,884 6,701,303 261,419 0.8% 4.1%
United States 313,095,504 325,256,835| 12,161,331 0.8% 3.9%

SOURCE: CLARITAS, INC.
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The anticipated growth in the 65 and older population within the service area is much greater,
nearly four times that of the total growth. Between 2012 and 2017, the elderly population is
expected to increase 20.3%, or by 17,457 residents. For Tennessee, the total five-year growth
within this age cohort is projected to be 17.7%, for the United States, 15.5%. Because the elderly
are among the highest users of healthcare services, such an explosive growth rate foretells the
need for Franklin Endoscopy Center to anticipate increasing demand for services as result of this
growth as well as that of the general population. Please see ExHisIT 10.

ExHiBIT10
65 AND OLDER POPULATION PROJECTIONS

65+ Population

2012 2017 Abs Chg Ann % Chg Total % Chg

Service Area Counties
Davidson 68,157 78,170 10,013 2.8% 14.7%
Williamson 17,767 25,211 7,444 7.2% 41.9%
Total SA 85,924 103,381 17,457 3.8% 20.3%
Nashville MSA 173,149 213,721 40,572 4.3% 23.4%
Tennessee 857,638 1,009,537 151,899 3.3% 17.7%
United States 40,250,504| 46,509,142 6,258,638 2.9% 15.5%

SOURCE: CLARITAS, INC.

B. Describe the special needs of the service area population, including health disparities, the
accessibility to consumers, particularly the elderly, women, racial and ethnic minorities, and low-
income groups. Document how the business plans of the facility will take into consideration the
special needs of the service area population.

RESPONSE: Franklin Endoscopy Center provides services without regard to gender, race, socio-
economic status, or ability to pay, and participates in the Medicare and TennCare programs.

In 2012, the 65 and older population accounted for 10.4% of the total population in the service
area. As a major demographic subgroup of Franklin Endoscopy Center’s patient base, the elderly
will continue to expect of Franklin Endoscopy Center the same level of service while becoming an
increasingly larger segment of the total service area population, with 2017 projections placing the
65 and older population at 11.9% of the total service area population.

The female population will represent 51.2% of the total population in the service area by 2017. As
shown in EXHIBIT 11, the female population is expected to grow at the same annual! rate as both
sexes in service area, 1.0% per year.
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ExHiBIT 11

FEMALE POPULATION PROJECTIONS

Female Population

2017 520 1y

2012 2017 AbsChg Ann % Chg Total % Chg

Service Area Counties
Davidson 326,087 334,974 8,887 0.5% 2.7%
Williamson 97,118 109,660 12,542 2.5% 12.9%
Total SA 423,205 444,634 21,429 1.0% 5.1%
Nashville MSA 828,693 884,506 55,813 1.3% 6.7%
Tennessee 3,296,790| = 3,427,355 130,565 0.8% 4.0%
United States 158,646,013 164,745,744 6,099,731 0.8% 3.8%

SOURCE: CLARITAS, INC.

ExHIBITS 12-14 illustrate the racial composition of the Franklin Endoscopy Center service area. By
2017, the white population will comprise 65.5% of the total population of the service area, while the
black population will account for 22.6% and other races, 11.9%.

ExHiBIT 12

WHITE POPULATION PROJECTIONS

Service Area Counties
Davidson _3§3,341 378,527 4,814 -0.3% -1.3%
Willlamson 170,925 190,314 19,389| 2.2% 11.3%
Total SA 554,266 568,841 14,575 0.5% 2.6%
Nashville MSA 1,242,966 1,298,512 55,546 0.9% 4.5%
Tennessee 4,966,695 5,088,584 121,889 0.5% 2.5%
United States 224,843,151 228,280,133 3,436,982 0.3% 1.5%
SOURCE: CLARITAS, INC,
ExHIBIT 13
BLACK POPULATION PROJECTIONS
=1F Fop 0
U U iYe (] 0 ) D y
Service Area Counties :
Davidson 177,524 188,235 10,711 1.2% 6.0%
Williamson 8,049 8,222 173 0.4% 2.1%
Total SA 185,573 196,457 10,884 1.1% 5.9%
Nashville MSA 249,783 271,178 21,395 1.7% 8.6%
Tennessee 1,076,391 1,130,010 53,619 1.0% 5.0%
United States 39,674,408 41,778,603 2,104,195 1.0% 5.3%

SOURCE: CLARITAS, INC.
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The approximate total number of beneficiaries of the MissionPoint ACO is 13,000. This number
fluctuates daily due to terminations and additions of employees.

See the table below for the number of STHS covered employees (MissionPoint members) in the 6
Zip code service area. However, this data does not include the employees' covered dependents.
This is due to the fact that the program is still early in its development, and full data reporting has
not been automated. Therefore, the number of dependents in the 6 zip code service area has been
estimated using the system-wide average of 2.2 dependents per covered employee (6,000
employees x 2.2 dependents = 13,200 covered lives).

ExXHIBIT 16
MissiONPONT ACO MEMBERS
By Zip CODE

Actual Estimated

Zip STHS Covered Employees Dependents Total Covered Lives
37027 145 319 464
37067 75 165 240
37069 65 143 208
37215 89 196 285
37220 21 46 67
37221 290 638 928
Subtotal 685 1,507 2,192

This estimate results in 2,192 total MissionPoint ACO beneficiaries in the 6 zip code service area.
Additionally, due to the early stages of the ACO’s development, no member projections are
currently available.

Using the same estimating methods discussed above, there are 2,358 MissionPoint ACO
beneficiaries in Williamson County, and 10,691 beneficiaries in the two county area. Please see
the table below.

EXHIBIT17
MisSIONPONT ACO MEMBERS
By COUNTY
A O
0 pvered plovee PDepende 013 pvered
Williamson 737 1,621 2,358
Davidson 2,604 5,729 8,333
Subtotal 3,341 7,350 10,691

As mentioned above, due to the early stages of the ACO’s development, no member projections
are currently available.

5. Describe the existing or certified services, including approved but unimplemented CONs, of similar
institutions in the service area. Include utilization and/or occupancy trends for each of the most
recent three years of data available for this type of project. Be certain to list each institution and its
utilization and/or occupancy individually. Inpatient bed projects must include the following data:
admissions or discharges, patient days, and occupancy. Other projects should use the most
appropriate measures, e.g., cases, procedures, visits, admissions, etc.
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ExHiBIT 14
“OTHER” POPULATION PROJECTIONS

"Other" Population
Abs Chg Ann % Chg Total % Chg

2017

Service Area Counties

Davidson 72,603 85,859 13,256 3.4% 18.3%

Williamson 13,085 ~ 17,848 4,763 6.4% 36.4%
Total SA 85,688 103,707 18,019 3.9% 21.0%

Nashville MSA 137,268 170,978 33,710 4.5% 24.6%

Tennessee 396,798 482,709 85,911 4.0% 21.7%

United States 48,577,945 55,198,099 6,620,154 2.6% 13.6%

SOURCE: CLARITAS, INC.

The service area counties as a whole have a Median Household Income higher than that of the
state of Tennessee, the Nashville MSA and the United States as a whole. The annual growth in
median household income in the service area is comparable to that of the MSA, state, and U.S.
overall—0.4% versus 0.5%, 0.4%, and 0.5% respectively. Please see EXHIBIT 15.

EXHIBIT 15
SERVICE AREA MEDIAN HOUSEHOLD INCOME

1 U 1Ye [ () 0 0 (]

Service Area Counties - s I I atts N ety ey e e ]
Davidson $45,357 $46,071 $714 0.3% 1.6%
Williamson $83,371 $85,574 $2,203 0.5% 2.6%
Total SA $64,364 $65,823 $1,459 0.4% 2.3%

Nashville MSA $50,243 $51,627 $1,384 0.5% 2.8%
Tennessee $41,997 $42,833 $836 0.4% 2.0%
United States $49,581 $50,850 $1,269 0.5% 2.6%

SOURCE: CLARITAS, INC.

In terms of the TennCare population, 15.5% of the service area population is enrolled compared
to 18.7% for the state overall. Please see Attachment C, Need — 4 (Tab 13).

Please see Attachment C, Need — 4 (Tab 13) for demographic data presented on a zip level

basis.

MissionPoint ACO Beneficiaries

As of the first of the year, MissionPoint had active contracts with 310 primary care physicians in the
Middle Tennessee area. These network providers include internal medicine, family practice and

pediatric physicians.
specialties.
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ResPONSE: Based on the standard of 800 procedures per procedure room, Franklin Endoscopy
Center operated at 201% capacity in 2009, 211% capacity in 2010 and 197% capacity in 2011.
Clearly, Frankiin Endoscopy Center has demonstrated its ability to operate well above State
standards for endoscopic procedures alone.

Similarly, for the same period of time, Baptist Ambulatory Surgery Center, Baptist Plaza Surgicare
and Saint Thomas Campus Surgicare averaged 288% - 329% capacity including procedure rooms
and 329% - 376% capacity excluding procedure rooms. Redirecting existing outpatient surgery
patients from these three ASTCs to Franklin Endoscopy Center will have the desired effect of
decompressing patient volume in Nashville without adversely impacting on-going operational
efficiencies.

These capacity trend data are reported in Attachment C, Need — 1 (Tab 11). Saint Thomas Surgery
Center Network facilities have a history of performing more than 800 operations and/or procedures
per year per operating room and/or procedure room and should be expected to do so in the future.
ASTC JAR summaries for Williamson and Davidson County facilities also are reported in Attachment
C, Need -1 (Tab 11).

The attachments referenced above demonstrate several things regarding currently operating ASTC
providers in Williamson and Davidson Counties:

First, utilization as measured by admissions/discharges actually increased over the past three years,
from 123,574% in 2009 to 126,555, or by +2.4%.

Second, available capacity as measured by operating rooms and procedure rooms actually
decreased over the past three years, from 110,400° patients/procedures to 107,200
patients/procedures, or by -2.9%.

Third, considering every one of the 34 - 35 ASTCs in Williamson and Davidson Counties from 2009 to
2011, aggregate utilization always exceeded 100% capacity whether including or excluding procedure
rooms, whether comparing patients or procedures.

Fourth, the few ASTCs not performing at the minimum 800 cases/room/year standard are not a viable
alternative to the expanded Franklin Endoscopy Center.
e The Center for Assisted Reproductive Technology — a service not provided by FEC
Delozier Surgery Center — plastic surgery only, a service not provided by FEC
Gurley Surgery Center — gynecology only, a service not provided by FEC
Nashville Vision Correction — laser vision only, a service not provided by FEC
NFC Surgery Center — infertility only, a service not provided by FEC
Wesley Ophthalmic Plastic Surgery Center — services not provided by FEC
American Endoscopy Center — FEC is not proposing to expand existing endo svcs
Crossroads Surgery Center — pain management only, began reporting in 2010, 195% of
capacity in 2011 based on reported admission/discharges

In conclusion, area providers are very highly utilized regardless of the approach used to measure
capacity. The expanded Franklin Endoscopy Center will contribute to the orderly development of
health care.

* For comparison purposes, the 3,398 admissions/discharges reported at The Bone and Joint Surgery
Center must be excluded from the trend analysis since 2009 was the last year it reported data as an
ASTC.

° For comparison purposes, the 3 operating rooms (2,400 patients/procedures) reported at The Bone and
Joint Surgery Center must be excluded from the trend analysis since 2009 was the last year it reported
data as an ASTC.
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Provide applicable utilization and/or occupancy statistics for your institution for each of the past three
(3) years and the projected annual utilization for each of the two (2) years following completion of the
project. Additionally, provide the details regarding the methodology used to project utilization. The
methodology must include detailed calculations or documentation from referral sources, and
identification of all assumptions.

RESPONSE: Historical and projected utilization data are summarized in EXHIBIT 18, below.
Assumptions are provided in the ASTC rule section, above.

EXHIBIT 18
FRANKLIN ENDOSCOPY CENTER
HisTORICAL ENDOSCOPY PROCEDURES / PROJECTED SURGERY PROCEDURES, 2009-2015

Projected — Endoscopy

2009

2010

Historical - Endoscopy Only

2011

2012

2014

Plus Surgery as of Feb 2014

2015

Procedures 3,220 3,381 3,154 3,096 7.251 7,868
Rooms 2 2 2 2 4 4
Proc/Room 1,610 1,691 1,577 1,548 1,813 1,967
Capacity Std 800 800 800 800 . 800 800
Pct of Capacity 201% 211% 197% 194% 227% 246%

Projected patients and procedures by specialty are provided for the first three years of operations in
the three tables below. For the most part, gastroenterology patients and procedures will utilize Class

B ORs while the other specialty patients and procedures will utilize the Class C ORs.

EXHIBIT 19
SPECIALTY Mix

PATIENTS AND PROCEDURES, YEAR 1

Specialty Patients % Procedures %
Anesthesiology 6| 01% 14| 0.2%
ENT 546 | 13.7% 1,366 | 19.8%
Gl 2476 | 62.0% 3,095 | 44.9%
Neurosurgery 25 0.6% 62 0.9%
Orthopedics 498 | 12.5% 1,245 | 18.1%
Pain Management 446 | 11.2% 1,115 | 16.2%
Total 3,996 | 100.0% 6,896 | 100.0%
Source: USPI internal data
Certificate of Need Application September 2012
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ExHiBIT 20
SPECIALTY MiX

PATIENTS AND PROCEDURES, YEAR 2

Specialty Patients % Procedures %
Anesthesiology 6 0.2% 15 0.2%
ENT 635| 15.9% 1,688 | 23.0%
Gl 2,526 | 63.2% 3,158 | 45.8%
Neurosurgery 29 0.7% 73 1.1%
Orthopedics 579 | 14.5% 1,448 | 21.0%
Pain Management 518 | 13.0% 1,295 | 18.8%
honis Total 4,293 | 107:4%: 7,575 | 109.8%

Source: USPI internal data

ExHIBIT 21
SPECIALTY Mix
PATIENTS AND PROCEDURES, YEAR 3

Anestheslology T 0.2% 18 0.3%
ENT 651 16.3% 1,628 | 23.6%
Gl 2576 | 64.5% 3220 | 46.7%
Neurosurgery 29 0.7% 73 1.1%
Orthopedics 594 | 14.9% 1485 | 21.5%
Pain Management 531 | 13.3% 1,328 | 19.2%
Total 4,388 | 109.8% 7,750 | 112.4%

Source: USPI internal data
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ECONOMIC FEASIBILITY

1.

Provide the cost of the project by completing the Project Costs Chart on the following page. Justify

the cost of the project.

e All projects should have a project cost of at least $3,000 on Line F. (Minimum CON Filing Fee).
CON filing fee should be calculated from Line D. (See Application Instructions for Filing Fee)

e The cost of any lease (building, land and/or equipment) should be based on fair market value
or the total amount of the lease payments over the initial term of the lease, whichever is
greater. NOTE: This applies to all equipment leases including by procedure or “per click”
arrangements. The methodology used to determine the total lease cost for a “per click”
arrangement must include, at a minimum, the projected procedures, the “per click” rate and the
term of the lease.

e The cost for fixed and moveable equipment includes, but is not necessarily limited to,
maintenance agreements covering the expected useful life of the equipment; federal, state,
and local taxes and other government assessments; and installation charges, excluding capital
expenditures for physical plant renovation or in-wall shielding, which should be included under
construction costs or incorporated in a facility lease.

¢ For projects that include new construction, modification, and/or renovation; documentation
must be provided from a contractor and/or architect that support the estimated construction
costs.

RESPONSE: The space lease for the surgery center relocation is valued over the 10-year initial

term including base rent and common area allocations, inflated 3 percent per year.

The only equipment to be purchased with a value over $50,000 is a refurbished C-Arm unit for

approximately $100,000. No maintenance agreements are anticipated.

Please see Attachment C, Need — 1 (Tab 14) for documentation supporting the construction

costs.
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PROJECT COSTS CHART

A. Construction and equipment acquired by purchase:

202 SER 14 B 12,37

1. Architectural and Engineering Fees
2, Legal, Administrative (Excluding CON Filing Fee), $ 125,000
Consultant Fees
3. Acquisition of Site
4, Preparation of Site
5. Construction Costs $ 1,652,400
6. Contingency Fund $ 50,334
7. Fixed Equipment (Not included in Construction Contract) $ 485,000
8. Moweable Equipment (List all equipment over $50,000) $ 1,115,330
9. Other (Pre-opening salaries, space lease, set-up) $ 165,879
incl 3 mo rent, minor equipt, initial inv, implants
B. Acquisition by gift, donation, or |ease (10 Years):
1. Facility (inclusive of building and land) $ 3,645,710
2. Building only
3. Land only
4, Equipment (Specify)
5. Other (Specify)
C. Financing Costs and Fees:
1. Interim Financing $ 23,340
2. Underwriting Costs
St Resenve for One Year's Debt Senice
4, Other (Specify)
D. Estimated Project Cost $ 7,403,447
(A+B+C)
E. CON Filing Fee $ 16,658
F. Total Estimated Project Cost $ 7,420,105
(D+E)
TOTAL $ 7,420,105
Certificate of Need Application September 2012
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2, Identify the funding sources for this project.
Please check the applicable item(s) below and briefly summarize how the project will be financed.
(Documentation for the type of funding MUST be inserted at the end of the application, in
the correct alpha/numeric order and identified as Attachment C, Economic Feasibility-2.)

A. Commercial loan--Letter from lending institution or guarantor stating favorable initial
contact, proposed loan amount, expected interest rates, anticipated term of the loan, and any
restrictions or conditions;

B. Tax-exempt bonds--Copy of preliminary resolution or a letter from the issuing authority
stating favorable initial contact and a conditional agreement from an underwriter or investment
banker to proceed with the issuance;

C. General obligation bonds—Copy of resolution from issuing authority or minutes from the
appropriate meeting.

D. Grants--Notification of intent form for grant application or notice of grant award; or
X E. Cash Reserves (Tab 15, USPI has funds available to fund the project)

F. Other—Identify and document funding from all other sources.

Discuss and document the reasonableness of the proposed project costs. If applicable, compare the
cost per square foot of construction to similar projects recently approved by the Health Services and
Development Agency.

RESPONSE: EXHIBIT 22, below, lists the construction cost ranges for hospitals that submitted CON
applications between 2008 and 2010 that were approved.

As a tenant in a newly constructed building, the applicant is not responsible for the costs associated
with constructing the building shell. Therefore, historical cost per square foot data pertaining to new
construction is not comparable to this project’s construction costs. Comparing historical renovation
costs to this project’s build out costs is more appropriate, as the applicant is only responsible for the
build out costs of the shell space. The build out costs proposed by Franklin Endoscopy Center are
projected at $162 per square foot and compare favorably to the $167.99 experienced for renovation
projects between 2008 and 2010.

EXHIBIT 22
CosST PER SQUARE FOOT COMPARISON

Cost per sq/ft
Renovation New Construction Total

1st Quartile - $117.52 $225.00 $159.92
Median $167.99 $255.22 $234.22
3rd Quartile $297.26 $307.80 $289.40

Source: Tennessee Health Services Development Agency

Furthermore, the construction costs approved for Maury Regional Ambulatory Surgical Center, LLC
CN1111-046A were $224, 38% greater than the costs proposed by Franklin Endoscopy Center.
Therefore, the Franklin Endoscopy Center cost per square foot projections are reasonable compared
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to other projects approved by the Health Services and Development Agency.

Complete Historical and Projected Data Charts on the following two pages--Do_not modify the
Charts provided or submit Chart substitutions! Historical Data Chart represents revenue and
expense information for the last three (3) years for which complete data is available for the institution.
Projected Data Chart requests information for the two (2) years following the completion of this
proposal. Projected Data Chart should reflect revenue and expense projections for the Proposal
Only (i.e., if the application is for additional beds, include anticipated revenue from the proposed beds
only, not from all beds in the facility).

RESPONSE: Please refer to the completed charts on the following pages. Data are provided for
endoscopy services only.

Please identify the project’s average gross charge, average deduction from operating revenue, and
average net charge.

RESPONSE: Average gross patient charge per procedure, as reported in the Historical Data Chart for
2011, was $3,789. The average deduction from gross patient charges was $3,069, resulting in an
average net charge per procedure of $720. This represents endoscopic procedures only.

Average gross patient charge per procedure, as reported in the Projected Data Chart and based on
Year 2 projections, is $3,143. The average deduction from gross patient charges was $2,420,
resulting in an average net charge per procedure of service of $723. This represents a mix of
endoscopic and surgical procedures.

Despite the addition of surgical services, the projected net charge per procedure are virtually
unchanged (0.4%) from 2011.

Certificate of Need Application September 2012
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HISTORICAL DATA CHART

200 SEP 14 P12

37

Give information for the last three (3) years for which complete data are available for the facility

or agency. The fiscal year begins in January.

Year 2009
A. Utilization Data (Endoscopy Procedures) 3,220
B. Revenue from Services to Patients
1. Inpatient Services
2. Outpatient Services $9,933,690

3 Emergency Services

4, Other Operating Revenue (Specify)

Gross Operating Revenue $9,933,690

C. Deductions from Gross Operating Revenue

1. Contractual Adjustments $8,399,784
2. Provision for Charity Care
3L Provisions for Bad Debt 34,364

Total Deductions $8,434,148

NET OPERATING REVENUE $1,499,542
D. Operating Expenses
1. Salaries and Wages $464,232
2. Physician's Salaries and Wages
3. Supplies 95,097
4. Taxes
5. Depreciation 79,003
6. Rent 49,380

Certificate of Need Application
Franklin Endoscopy Center

Year 2010 Year 2011
3,381 3,164
$12,563,951 $11,952,002
$12,563,951 $11,952,002
$10,016,438 $9,655,770
13,945 7,575
32,323 17,036
$10,062,706 $9,680,381
$2,501,245 $2,271,621
$533,430 $531,528
126,468 145,000
72,948 49,270
50,619 80,526
September 2012
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7. Interest, other than Capital

8. Management Fees:
a. Fees to Affiliates 109,525 145,657 167,000
b. Fees to Non-Affiliates
9, Other Expenses (Specify)
Anesthesia Expense 123,345 208,938 231,000
Purchased Services 117,395 161,904 179,000
Utilities and Maintenance 20,331 28,039 31,000
Other Miscellaneous 18,950 89,5682 152,946
Total Operating Expenses $1,077,259 $1,417 586 $1,567,270
E. Other Revenue (Expenses) - Net (Specify)  ($53,765) ($49,614) ($56,249)
NET OPERATING INCOME (LOSS) $368,518 $1,034,045 $648,102
F. Capital Expenditures
1. Retirement of Principal $87,048 $65,393 $43,680
2. Interest 13,667 10,267 6,858
Total Capital Expenditures $100,715 $75,660 $50,538
NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES $267,803 $958,385 $597,564

Note:  USPI assumed non-physician ownership (membership) in Franklin Endoscopy Center, LLC

on November 1, 2010. ASTC JARs were used as the primary data sources here.
Expense categories not reported on the JAR are allocated in 2009 and 2010

based on USPI experience in 2011.
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Give us information for the two (2) years following the completiorZ@Zth?S’-Bro‘pLoj'sar‘ 'Th

PROJECTED DATA CHART

begins in January.

1.

2.

1.

2,

3.

2/2014 - 1/2015

2: 37

e fiscal year

2/2015 - 1/2016

D. Operating Expenses

1.

2.

A. Utilization Data (Surgical & Endo Procedures) 6,895 7,578
B. Revenue from Services to Patients
Inpatient Services
Outpatient Services $21,690,305 $23,815,654
Emergency Services
Other Operating Revenue (Specify)
Gross Operating Revenue $21,690,305 $23,815,654
C. Deductions from Gross Operating Revenue
Contractual Adjustments $16,482,847 $18,085,522
Provision for Charity Care 108,452 119,078
Provisions for Bad Debt 120,721 135,458
Total Deductions $16,712,019 $18,340,058
NET OPERATING REVENUE $4,978,285 $5,475,596
Salaries and Wages $1,597,882 $1,736,752
Physician's Salaries and Wages
Supplies 734,840 851,473
Taxes 95,719 95,719
Depreciation 525,693 535,593
Rent 365,120 376,074
Certificate of Need Application September 2012
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7. Interest, other than Capital
.8 Management Fees:
a. Fees to Affiliates
b. Fees to Non-Affiliates
8. Other Expenses (Specify)
Anesthesia Expense
Purchased Services
Utilities and Maintenance
Other Miscellaneous
Total Operating Expenses
E. Other Revenue (Expenses) -- Net (Specify)
NET OPERATING INCOME (LOSS)
F. Capital Expenditures
1. Retirement of Principal
2, Interest

Total Capital Expenditures

NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES

Certificate of Need Application
Franklin Endoscopy Center

284,698 383,292
230,907 231,000
125,000 128,750
159,500 172,263
60,490 64,322
$4,179,747 $4,575,237
$798,538 $900,358
$341,800 $360,395
131,603 112,307
$473,403 $472,702
$325,135 $427 656
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A. Please provide the current and proposed charge schedules for the proposal. Discuss any
adjustment to current charges that will result from the implementation of the proposal. Additionally,
describe the anticipated revenue from the proposed project and the impact on existing patient
charges.

RESPONSE: As addressed in Question 5, above, the projected net charge per procedure are
virtually unchanged (0.4%) from 2011 despite the addition of surgical services.

The average gross charge per procedure was $3,789 in 2011. The average gross charge per
procedure is projected to be $3,146 in Year 1 and $3,143 in Year 2.

The average net charge per procedure was $720 in 2011. The average net charge per procedure
is projected to be $722 in Year 1 and $723 in Year 2.

As documented in the ExHiBIT 23, below, these charges are competitive with other ASTCs in
Williamson and Davidson Counties.

ExHIBIT 23
Area Facilities
Charge per Procedure, 2011

Charge per Procedure

Facility Gross Net

Franklin Endoscopy Center $3,789 $728
[Willlamson Surgery Center : $2,757 $666
Cool Springs Surgery Center $4,884 $1,216
Saint Thomas Campus Surgicare $2,066 $465
Baptist Ambulatory Surgery Center $3,886 $975
Baptist Plaza Surgicare $3,944 $979

Source: TN Joint Annual Reports
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Representative charges for surgery services at the facility are presented in ExHIBIT 24.

ExHIBIT 24

FRANKLIN ENDOSCOPY CENTER
CHARGE COMPARISON FOR TYPICAL SURGERY PROCEDURES

Hospital ASC
Medicare  Medicare
CPT CPT Description Allowable Allowable ASC Var
ORTHO
29881 | Knee arthroscopy/surgery $2,075 $1,198 -42%
29880 | Knee arthroscopy/surgery $2,075 $1,198 -42%
29875 | Knee arthroscopy/surgery $2,075 51,198 -42%
Shoulder
29806 | arthroscopy/surgery $3,988 $2,303 -42%
24359 | Repair elbow deb/attch open $2,267 $1,309 -42%
29848 | Wrist endoscopy/surgery $2,075 $1,198 -42%
23120 | Partial removal collar bone $2,267 $1,309 -42%
29888 | Knee arthroscopy/surgery $6,207 $3,585 -42%
29827 | Arthroscop rotator cuff repr $3,988 $2,303 -42%
ENT
69436 | Create eardrum opening $1,181 $682 -42%
42820 | Remove tonsils and adenoids $1,743 $1,006 -42%
42830 | Removal of adenoids $1,743 $1,006 -42%
42826 | Removal of tonsils $1,743 $1,006 -42%
69631 | Repair eardrum structures $3,162 $1,826 -42%
GASTRO
43239 | Upper gi endoscopy biopsy 5591 $330 -44%
45378 | Diagnostic colonoscopy $655 $366 -44%
45380 | Colonoscopy and biopsy $655 $366 -44%
45385 | Lesion removal colonoscopy $655 5366 -44%
G0121 | Colon ca scrn not hi rsk ind $581 $325 -44%
SPINE
63030 | Low back disk surgery $3,560 N/A
22554 | Neck spine fusion $3,560 N/A
63075 | Neck spine disk surgery $3,560 N/A
64721 | Carpal tunnel surgery $1,321 5738 -44%
Neck spine fuse & remove
22551 | addl $3,560 N/A
PAIN MGT
62311 | Inject spine I/s (cd) $523 $292 -44%
64483 | Inj foramen epidural I/s $523 $292 -44%
64493 | Inj paravertfjnt|/s 1lev $523 $292 -44%
62310 | Inject spine c/t $523 $292 -44%
Certificate of Need Application September 2012
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10.

Approval of surgery services at Franklin Endoscopy Center will not impact existing endoscopy
charges.

B. Compare the proposed charges to those of similar facilities in the service area/adjoining service
areas, or to proposed charges of projects recently approved by the Health Services and
Development Agency. If applicable, compare the proposed charges of the project to the current
Medicare allowable fee schedule by common procedure terminology (CPT) code(s).

RESPONSE: Information is provided in ExHIBIT 24, above. As an ASTC reimbursed as a
freestanding ASC, Franklin Endoscopy Center offers a clear cost advantage compared to hospital-
based ASCs like Williamson Surgery Center. This extends to patient co-payments and
deductibles.

Discuss how projected utilization rates will be sufficient to maintain cost-effectiveness.

ResPoNSE: Franklin Endoscopy Center's proposed relocation and surgery expansion is financially
feasible and represents a cost-effective alternative to hospital-based outpatient services. As
indicated in the Projected Data Chart, projected utilization will be sufficient to allow Franklin
Endoscopy Center to operate efficiently and effectively.

Discuss how financial viability will be ensured within two years; and demonstrate the availability of
sufficient cash flow until financial viability is achieved.

RESPONSE: As indicated in the Projected Data Chart, projected cash flow will ensure financial
viability within two years and over the long-term.

Discuss the project's participation in state and federal revenue programs including a description of
the extent to which Medicare, TennCare/Medicaid, and medically indigent patients will be served by
the project. In addition, report the estimated dollar amount of revenue and percentage of total
project revenue anticipated from each of TennCare, Medicare, or other state and federal sources
for the proposal's first year of operation.

ResPONSE: The facility currently participates in two of the three TennCare MCOs operating in
Middle Tennessee and has a history of providing care regardless of payor source. In 2011,
Franklin Endoscopy Center provided $7,575 in care to charity/medically indigent endoscopy
patients (accounting for 0.1% of gross patient charges of $11,952,002). During the first year of
operation of the surgery relocation and expansion, the facility's payor mix is anticipated to be
20.1% Medicare, 1.6% TennCare, and 0.6% self pay. This amounts to a projected $4,359,751 in
Medicare gross charges in Year 1 and $347,045 in TennCare gross charges in Year 1.

Provide copies of the balance sheet and income statement from the most recent reporting period of
the institution and the most recent audited financial statements with accompanying notes, if
applicable. For new projects, provide financial information for the corporation, partnership, or
principal parties involved with the project. Copies must be inserted at the end of the application, in
the correct alpha-numeric order and labeled as Attachment C, Economic Feasibility-10.

RESPONSE: Please see Attachment C, Economic Feasibility — 10 (Tab 16).
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11.  Describe all alternatives to this project which were considered and discuss the advantages and
disadvantages of each alternative including but not limited to:

a.

A discussion regarding the availability of less costly, more effective, and/or more efficient
alternative methods of providing the benefits intended by the proposal. If development of
such alternatives is not practicable, the applicant should justify why not; including reasons as
to why they were rejected.

RESPONSE: Recognizing the benefits of outpatient surgery centers such as the Franklin
Endoscopy Center ASTC, Saint Thomas Health is actively involved in 13 other similar joint
ventures with United Surgical Partners International throughout the greater Nashville area.
Please see Attachment A4, Related Healthcare Institutions (Tab 3).

This strategy remains vital today more than ever, in response to the Affordable Care Act
(ACA) and continued pressure from payors to contain healthcare costs. Saint Thomas
Health formed one of the nation's first Accountable Care Organizations (ACOs),
MissionPoint Health Partners, in August 2011. Its goal is to assist doctors, employers and
patients to work more closely together to trim medical costs and make people healthier
under insurance plans. The concept behind the physician-led program is to help
stakeholders in a patient's care — including doctors, hospitals, pharmacies and payers — to
get in sync at a time when insurers are pushing for better coordination of care and linking
payment amounts to health outcomes. MissionPoint works closely with patients, both when
they are well and when they are sick.

ASTCs such as Franklin Endoscopy Center play an important role within the ACA and ACO
care delivery model for containing costs, promoting quality and increasing accessibility.
Saint Thomas Health does not have an outpatient surgery center presence in or near the
Williamson County population. Furthermore, on July 1, 2012, Williamson Surgery Center
reverted from a freestanding ASC to a hospital-based outpatient department under
Williamson Medical Center. As documented in the Medicare pricing differential rates in
Attachment C, Need — 1 (Tab 12), freestanding ASCs were reimbursed 44% less than
hospital-based facilities in 2011. This has a direct impact on patient deductibles and co-
payments as well. Since Medicare rates often form a basis for third-party reimbursement,
the impact of this differential on the service area population is even more widespread.

Approval of the Franklin Endoscopy Center surgery relocation and expansion will meet a
number of provider and public needs in the community.
o Decompress highly utilized ASTCs at Saint Thomas Health,

¢ Treat existing patients from the six zip code service area closer to home,

e Foster innovation by supporting the unique needs of the MissionPoint ACO, and

e Provide a more cost-effective alternative due to the conversion of Williamson
Surgery Center from a lower cost freestanding ASC to a higher cost hospital-based
ASC.

After careful evaluation, an expanded Saint Thomas Health ASTC presence in the Cool
Springs area was judged to be an attractive alternative to the status quo and a necessary
prerequisite for future innovations in healthcare delivery. Initially, the applicant pursed a
project involving the expansion of the facility within its current space. However, the
relocation of the Franklin Endoscopy Center became necessary due to mechanicat issues at
the current site. As expected, architectural and engineering analyses determined that the
existing HVAC system was inadequate for the expansion. Unfortunately, it was later
discovered that HVAC upgrades could only be accomplished by expanding on the roof.
This, however, would have required additional support columns in the facility, thus making
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the project no longer economically feasible. Relocating the facility became the most cost
effective and efficient operational decision.

b. The applicant should document that consideration has been given to alternatives to new
construction, e.g., modernization or sharing arrangements. It should be documented that
superior alternatives have been implemented to the maximum extent practicable.

RESPONSE: Existing Saint Thomas Health ASTCs are already very highly utilized and are
17.5 — 18.3 miles from the current Franklin Endoscopy Center location. The proposed
location is of similar distance from the 3 facilities, between 15.8 — 22.3 miles, or a 19 ~ 26
minute drive by automobile. The existing two endoscopic procedure rooms at Franklin
Endoscopy Center simply cannot be shared with outpatient surgery patients. The physical
layout and support space would not meet surgical standards for licensure or accreditation.
Relocation to a larger site is the only feasible alternative to expand services at Franklin
Endoscopy Center.
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CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTH CARE

1. List all existing health care providers (e.g., hospitals, nursing homes, home care organizations,
etc.), managed care organizations, alliances, and/or networks with which the applicant currently
has or plans to have contractual and/or working relationships, e.g., transfer agreements,
contractual agreements for health services.

RESPONSE: Franklin Endoscopy Center has many active managed care contracts in place to
provide for seamless care of its patients, including:

Commercial Plans

e Aetna
BCBS ~ Preferred & Select
Humana / Choice Care
First Health / Coventry
GEHA (PPO USA)
Multiplan / PHCS
Principle Edge Network
Signature Alliance / Bluegrass
United Healthcare
USA Managed Care
Healthspring — HMO

Managed Medicaid Plans
e UHC Community (Formerly AmeriChoice)
e AmeriGroup

Managed Medicare Plans
« BCBS Advantage

¢ Humana Advantage like Humana Gold
¢ United Healthcare plans

¢  Windsor

e Healthspring

Workers Comp

Aetna WC

Corvel

First Health / Coventry
NovaNet

Prime Health

USA Managed Care

Tricare — Humana South Region

2. Describe the positive and/or negative effects of the proposal on the health care system. Please be
sure to discuss any instances of duplication or competition arising from your proposal including a
description of the effect the proposal will have on the utilization rates of existing providers in the
service area of the project.

RESPONSE: This project will have a number of positive impacts on the health care system, including
the following.
o Decompress highly utilized ASTCs at Saint Thomas Health,
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+ Treat existing patients from the six zip code service area closer to home,

« Foster innovation by supporting the unique needs of the MissionPoint ACO, and

e Provide a more cost-effective alternative due to the conversion of Williamson Surgery
Center from a lower cost freestanding ASC to a higher cost hospital-based ASC.

The negative effects on the health care system are expected to be minimal or nonexistent.
» Existing providers are very highly utilized,
« Saint Thomas Health proposes to serve its existing patients, and
« Projected population growth will continue to support the need for existing providers.

Provide the current and/or anticipated staffing pattern for all employees providing patient care for
the project. This can be reported using FTEs for these positions. Additionally, please compare the
clinical staff salaries in the proposal to prevailing wage patterns in the service area as published by
the Tennessee Department of Labor & Workforce Development and/or other documented sources.

REsPONSE: Due to an anticipated increase in the volume of patients served, this project will require
a 15.4 full-time equivalent employee (FTE) increase in professional and support staff. There are
7.6 FTEs already at Franklin Endoscopy Center, including 5.6 FTEs serving in clinical functions.
The expanded facility will require 23.0 FTEs, including 15.0 FTEs in clinical functions. Please note
that the facility currently makes use of a centralized business office. The expanded staffing plan
anticipates that many centralized billing office functions will be brought on-site.

Additional candidates are readily available from within the existing surgery center network or in the
marketplace in general. Franklin Endoscopy Center will utilize a number of channels to secure
needed staff, including in-house listings of available positions, advertisements in local and region<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>